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Wednesday,  February  24,  1993. 
DEPARTMENT  OF  AGRICULTURE 

WITNESSES 

HON.  MIKE  ESPY,  SECRETARY  OF  AGRICULTURE 

STEPHEN  B.  DEWHURST,  BUDGET  OFFICER,  DEPARTMENT  OF  AGRICUL- 
TURE 

Opening  Remarks 

Mr.  DuRBiN.  This  meeting  on  Agriculture  and  Rural  Develop- 
ment of  the  House  Appropriations  Committee  will  now  come  to 
order. 

We  are  happy  to  welcome  back  for  testimony  for  two  days  run- 
ning now.  Secretary  of  Agriculture  Mike  Espy,  with  his  Budget 
Officer,  Steve  Dewhurst. 

Mr.  Secretary,  today  we  are  going  to  address  the  fiscal  year 
1994  budget  proposal,  and  there  are  a  number  of  questions  that  we 
have  for  you.  But,  of  course,  we  would  like  to  give  you  an  opportu- 
nity to  make  an  opening  statement.  Your  entire  statement  will  be 
made  a  part  of  the  record,  and  if  there  are  any  particular  com- 
ments or  summary  you  would  like  to  give  us  at  this  time,  we  wel- 
come you. 

Mr.  Secretary,  at  this  point  in  the  record  we  will  insert  your  bio- 
graphical sketch. 

[The  biographical  sketch  follows:] 
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MIKE  ESPY 
U.S.  Secretaiy  of  Agriculture 


Mike  Espy  was  sworn  in  as  the  25th  U.S.  Secretary  of  Agriculture  on  Jan.  22,  1993.  Prior 
to  being  appointed  to  this  position.  Espy  represented  the  second  district  of  Mississippi  in  the 
U.S.  House  of  Representatives. 

Espy  was  first  elected  to  the  U.S.  House  of  Representatives  in  1986,  where  he  served  on  the 
Agriculture  and  Budget  Committees.  He  was  chairman  of  the  Domestic  Himger  Task  Force 
of  the  Select  Committee  on  Hunger,  the  Lower  Mississippi  Delta  Caucus,  and  the  Natural 
Resources,  Commimity  and  Economic  Development  Task  Force  of  the  House  Budget 
Committee.   He  also  was  Majority  Whip  at  large. 

As  Vice-Chair  of  the  Democratic  Leadership  Council,  Espy  has  been  on  the  front  lines  of 
the  national  movement  to  dramatically  reinvent  government  He  has  been  a  leading 
spokesperson  for  the  need  to  reunite  the  interests  of  the  middle  class  with  those  struggling 
to  enter  the  middle  class.  He  has  also  been  one  of  the  country's  strongest  voices  on  behalf 
of  the  unique  concerns  of  rural  America. 

Espy  put  his  reinventing  government  ideas  into  action  for  the  six  years  he  served  on  the 
House  Agriculture  Committee.  He  made  nimierous  proposals  to  reform  agriculture, 
including  measiu'es  to  cut  red-tape  in  the  USDA  National  Appeals  Division,  to  promote  the 
use  of  food  stamps  at  farmers'  markets,  provide  outreach  programs  for  limited  resource 
farmers,  and  increase  markets  for  pond-raised  catfish. 

As  Chair  of  the  Natural  Resources,  Community  and  Economic  Development  Task  Force  of 
the  House  Budget  Conmiittee  in  the  102nd  Congress,  Espy  played  a  key  role  in  shaping 
welfare  reform  proposals.  He  received  national  attention  for  his  advocacy  of  self- 
empowerment  legislation  that  would  allow  welfare  recipients  to  he^  free  themselves  from 
dependence  on  the  current  system.  Espy  vigorously  promoted  microenterprise  projects  that 
would  allow  low-income  individuals  to  start  their  own  businesses.  Espy  also  introduced 
legislation  to  create  regional  community  development  banks  in  the  Mississippi  Delta  region 
that  would  be  a  model  for  such  banks  being  developed  nationally  by  the  Clinton 
AdministratioiL 

-more- 
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Before  his  election  to  Congress,  Espy  served  as  Mississippi  assistant  state  attorney  general 
for  consumer  protection  (1984-85),  assistant  secretary  of  the  public  lands  division  (1980- 
1984),  and  assistant  secretary  of  state  for  legal  services  (1978-80). 

Espy  was  bora  Nov.  30,  1953  in  Yazoo  City,  Miss.  He  received  a  bachelor's  degree  from 
Howard  University  in  Washington,  D.C.,  in  1975  and  a  law  degree  from  Santa  Clara  Law 
School,  Santa  Clara,  Calif.,  in  1978. 

As  secretary  of  agriculture,  Mike  Espy  presides  over  one  of  the  largest  and  most  diverse 
agencies  in  the  federal  government.  He  administers  broad  programs  to  maintain  America's 
safe,  abundant,  and  reasonably  priced  supply  of  food  and  fiber  while  protecting  and 
preserving  the  nation's  soil  and  water  resources.  In  addition  to  managing  traditional  farm 
programs,  the  U.S.  Department  of  Agriculture's  mission  includes  domestic  food  assistance, 
research  and  education,  agricultiual  marketing,  meat  and  poultry  inspection,  forestry,  rural 
development,  and  many  other  areas  vital  to  the  lives  of  all  Americans. 


Statement  of  the  Secretary  of  Agriculture 

Secretary  Espy.  Mr.  Chairman,  thank  you.  I  thank  you  and  the 
members  of  the  Committee  for  hearing  me  once  more. 

At  the  outset,  we  would  Uke  to  say  that  we  look  forward  to  work- 
ing with  our  colleagues  on  this  Committee.  Because  of  my  previous 
association  with  the  Congress  and  my  experience  with  rural  devel- 
opment, and  all  of  the  other  food  and  farm  programs,  I  intend  to 
work  very  hard  at  fostering  a  good  working  relationship  between 
the  Clinton  Administration  and  this  Committee. 

As  you  well  know,  the  Department's  programs  are  extremely  im- 
portant to  rural  residents,  consumers,  low-income  persons  and 
farmers  throughout  the  nation.  I  am  excited  about  heading  the  De- 
partment that  can  do  so  much  good  for  so  many  people.  In  order  to 
carry  out  my  duties,  of  course,  I  am  going  to  need  the  help  of  all 
the  employees  over  at  USDA  and  certainly  the  help  of  this  Com- 
mittee. 

In  his  February  17  address  to  the  joint  session  of  Congress,  Presi- 
dent Clinton  provided  a  broad  outline  of  his  economic  plan  and  the 
need  for  deficit  reduction.  The  specifics  of  our  fiscal  year  1994 
budget  proposals  for  individual  programs  will  be  submitted  to  the 
Congress  about  mid-March.  So  today,  once  again,  I  am  not  exactly 
in  a  position  to  discuss  with  you  specific  funding  recommendations 
for  all  the  Department's  programs.  Rather,  we  would  like  to  ad- 
dress the  broad  outlines  of  the  President's  economic  program  as  it 
pertains  to  USDA. 

president's  economic  program 

Mr.  Chairman,  this  program  consists  of  three  basic  components: 
One,  a  short-term  economic  stimulus  package  that  will  affect  the 
fiscal  year  1993  budget— we  discussed  this  in  more  detail  yester- 
day— a  longer  term  investment  program  that  will  affect  fiscal 
year  1994  through  1997,  and  a  serious,  credible  plan  for  deficit  re- 
duction. The  deficit  reduction  part  of  the  plan  focuses  on  proposed 
discretionary  program  and  entitlement  savings  for  fiscal  year  1994 
through  1997,  as  well  as,  an  across-the-board  reduction  in  overhead, 
personnel  and  administrative  costs. 

This  economic  plan  moves  us  in  the  right  direction  to  significant- 
ly reduce  the  deficit.  It  is  expected  that  the  plan  will  result  in  $325 
billion  in  deficit  reduction  over  four  years — with  the  deficit  falling 
from  about  5.4  percent  to  2.7  percent  of  the  gross  domestic  product. 
The  President's  budget  is  an  honest  budget.  It  contains  no  gim- 
micks and  no  rosy  scenarios.  It  will  create  jobs  and  lift  incomes. 

Clearly,  deficit  reduction  leading  to  lower  long-term  interest 
rates  will  benefit  all  America,  especially  rural  America,  which  has 
lacked  capital  for  economic  growth.  In  1992,  interest  payments  on 
the  debt  were  about  $200  billion— over  three  times  the  total  budget 
for  the  Department  of  Agriculture.  These  interest  costs  are  eating 
up  a  larger  and  larger  share  of  the  budget,  taking  funds  away  that 
could  be  used  for  productive  investment.  A  sound  deficit  reduction 
plan  must  face  up  to  the  facts  and  provide  the  realistic  funding 
levels  for  discretionary  and  entitlement  programs  that  will  bring 
the  deficit  down.  It  will  also  require  us  to  look  carefully  at  how  we 
administer  programs. 


Again,  I  was  here  yesterday  and  we  talked  about  this  economic 
stimulus  package.  We  discussed  in  detail  the  meat  inspectors, 
water  and  waste  disposal  system  construction,  single  family  homes, 
and  natural  resource  programs,  expanding  WIC,  and  all  the  other 
matters  which  served  to  constitute  the  short-term  program. 

LONG-TERM  INVESTMENTS 

This  morning  we  would  like  to  spend  a  little  bit  more  time  on 
the  longer-term  investments.  As  part  of  the  longer-term  investment 
program,  nearly  $18  billion  in  budget  authority  is  proposed  for  the 
Department  of  Agriculture  for  investments  in  both  human  and 
physical  capital  over  the  next  four  years. 

We  have  a  vital  role  to  play  in  promoting  the  rural  economy. 
The  Secretary  of  Agriculture,  under  the  law,  is  to  provide  leader- 
ship within  the  executive  branch  for  rural  development  efforts.  We 
intend  to  do  it.  We  intend  to  be  a  loud  and  persistent  voice  for 
rural  America  at  the  cabinet  table.  Rural  revitalization  will  be  one 
of  my  top  priorities.  We  can  help  lead  this  program  in  a  new  direc- 
tion. 

As  part  of  the  rural  development  initiative  in  the  Clinton  plan, 
we  are  requesting  significant  increases  in  programs  providing  loans 
and  grants  for  housing,  community  facilities  and  rural  businesses, 
with  emphasis  on  small  enterprises.  Water  and  waste  water  loans 
will  be  increased  to  reflect  the  high  program  levels  achieved  in 
Fiscal  Year  1993  through  the  stimulus  package. 

In  the  food  safety  area,  there  are  a  number  of  other  initiatives. 
First,  an  additional  40  meat  and  poultry  inspectors  will  be  hired  in 
addition  to  the  160  hired  in  fiscal  year  1993,  and  a  major  research 
initiative  to  reduce  the  level  of  food-borne  pathogens  will  be  initiat- 
ed. 

In  the  food  assistance  arena,  the  Clinton  economic  plan  proposes 
a  $9  billion  increase  over  four  years  in  the  Food  Stamp  Program. 
Food  Stamp  increases  will  help  to  offset  the  effects  of  the  energy 
tax  on  low-income  households. 

We  are  also  proposing  increased  funding  for  the  Women,  Infants 
and  Children — WIC — program  over  four  years  so  that  all  people  eli- 
gible for  the  program  are  covered  by  the  end  of  fiscal  year  1996. 
In  order  to  pay  for  meals  for  pre-school  children  added  to  Head 
Start,  we  propose  additional  funding  for  the  Child  and  Adult  Care 
Food  Program  during  fiscal  year  1994  through  fiscal  year  1997 
that  would  build  on  similar  increases  for  fiscal  year  1993. 

We  will  also  propose  to  increase  competitive  grants  under  the 
National  Research  Initiative  by  $480  million  over  four  years  to  sup- 
port high  priority  agriculture,  food  and  environmental  research. 

Of  course,  as  we  propose  increases,  Mr.  Chairman,  on  the  philos- 
ophy of  pay  as  you  go,  we  also  propose  spending  reductions. 

DISCRETIONARY  PROGRAM  REDUCTIONS 

In  order  to  reduce  the  deficit,  spending  on  discretionary  pro- 
grams will  have  to  be  reduced.  The  President's  1994  budget  will 
propose  $2.5  billion  in  cumulative  program  reductions  during 
fiscal  year  1994  through  1997  in  the  Department's  discretionary 
programs.  A  number  of  discretionary  programs  will  be  targeted  for 


reductions,  as  well  as  a  number  of  programs  in  the  entitlement 
area. 

A  major  proposal  in  the  budget  will  be  the  creation  of  a  single 
Farm  Service  Agency.  The  agency  will  be  created  from  the  current 
USDA  agencies  serving  farmers  at  the  county  and  regional  level. 
These  agencies  include  the  Agricultural  Stabilization  and  Conser- 
vation Service — ASCS,  the  Soil  Conservation  Service — SCS,  the 
Federal  Crop  Insurance  Corporation — FCIC,  and  the  Farmers  Home 
Administration — FmHA. 

The  proposal  would  improve  service  for  farmers  while  reducing 
staff  needs  and  administrative  overhead  at  USDA  national,  state 
and  local  levels. 

USDA  REORGANIZATION 

As  stated  at  my  confirmation  hearing,  my  priority  is  to  stream- 
line from  top  to  bottom  starting  with  the  Washington  bureaucracy 
first  and  then  restructuring  the  field  offices.  In  setting  up  the  new 
agency  we  will  be  looking  for  ways  to  improve  productivity,  reduce 
regulatory  burdens,  reduce  paperwork  requirements,  and  make  our 
operations  more  client  friendly. 

If  I  might  stop  and  say,  Mr.  Chairman,  that  we  have  done  a  lot 
of  work  on  this.  We  have  charts  pretty  much  already  formulated. 
We  have  gone  through  the  reductions  and  the  savings  with  our 
budget  officials.  I  have  had  a  chance  to  present  it  to  you  in  general 
form,  as  well  as  the  leadership  of  the  House  and  Senate  Agricul- 
ture Committees  on  a  bipartisan  basis.  We  have  had  a  chance  to 
present  it  to  the  White  House.  And  although  there  are  many 
changes  that  could  be  made,  I  think  that  we  are  on  the  right  track 
regarding  the  Washington  headquarters  restructuring. 

I  would  like  to  do  it  so  that  we  can  provide,  as  much  as  possible,  a 
one-stop  shop  for  farmers  and  ranchers,  to  come  to  one  place  and 
sign  up  for  the  ASCS  programs,  the  environmental  programs  of  the 
Soil  Conservation  Service,  and  the  Farmers  Home  programs.  Tech- 
nical advice  could  be  provided  on  the  spot.  It  will  allow  for  cross- 
training  of  USDA  employees  in  the  field,  and  certainly  better  utili- 
zation of  computers  and  informational  services. 

I  hesitate  to  declare  it  and  present  it  now  for  a  couple  of  reasons. 
One,  we  do  not  yet  have  our  principal  appointees  on  board.  We  do  not 
yet  have  the  deputy,  nor  the  assistants,  or  the  under  secretaries,  and 
I  really  hate  for  them  to  come  on  board  and  the  first  action  from  the 
Secretary  would  be  to  shove  a  restructuring  in  their  face.  I  have 
presented  certain  names  to  the  President  and  to  each  and  everyone 
of  these  persons  I  have  indicated  that  we  may  restructure  your 
agency. 

For  instance,  whoever  turns  out  to  be  the  Under  Secretary  for 
Farmer  Services,  formerly  the  Under  Secretary  for  International 
Affairs  and  Commodity  Programs,  I  would  tell  that  person  we  will 
perhaps  restructure  under  your  area  so  you  will  not  have  the  same 
functions  as  you  thought  you  would  have;  and,  I  hope  that  you  un- 
derstand. We  think  that  we  will  have  material  savings  in  this 
streamlinging  effort.  We  hope  to  accomplish  this  very  quickly  and 
then  move  on  to  the  field  where  we  will,  of  course,  reap  substantial 
savings  from  the  restructuring. 


We  are  also  proposing  restructuring  other  functions  in  USDA  to 
improve  efficiency  and  reduce  costs.  We,  of  course,  will  be  working 
with  Congress  to  carry  through  on  these  reorganization  proposals. 

OTHER  DISCRETIONARY  PROGRAM  CHANGES 

In  addition  to  these  restructuring  and  streamlining  efforts,  the 
budget  before  this  committee  will  propose  a  number  of  other  discre- 
tionary program  changes  including  the  following: 

REA  loans  would  be  made  at  Treasury  rates  while  preserving 
lower  interest  loans  for  truly  needy  borrowers. 

Meat  and  poultry  inspection  fees  would  be  charged  to  cover  all 
work  by  federal  inspectors  beyond  one  shift  per  day. 

Lower  priority  economic  and  agricultural  research  would  be 
eliminated. 

Funding  for  foreign  agriculture  market  development  activities 
would  be  reduced  by  targeting  areas  most  in  need  of  federal  assist- 
ance. 

The  Market  Promotion  Program  would  be  maintained  at  the  cur- 
rent appropriated  level. 

Farmers  Home  direct  farm  credit  would  be  reduced,  but  subsi- 
dized guarantees  would  be  increased.  This,  of  course,  is  the  path 
that  we  have  been  on  for  quite  some  time. 

ENTITLEMENT  PROGRAMS  SAVINGS 

We  propose  savings  in  the  entitlement  area  as  well.  We  cannot 
reduce  the  deficit  unless  savings  are  achieved  in  this  area  of  the 
budget.  While  health  care  costs  are  the  most  significant  area  in 
this  regard,  the  USDA  programs  must  also  make  a  contribution, 
keeping  in  mind  that  these  programs  have  already  made  a  signifi- 
cant contribution  in  the  1990  budget  agreement.  Our  farmers  have 
already  given  a  lot  and  they  should  be  very  proud  of  this  contribu- 
tion and  what  they  do  to  provide  the  food  and  fiber  in  this  country. 
They  should  realize  that  their  contribution  has  been  recognized  by 
this  Administration.  H^owever,  we  must  move  on  and  we  will  re- 
quest additional  revenue  and  reduction  in  some  programs. 

The  1994  budget  for  USDA  contains  $4.7  billion  in  cumulative 
savings  for  Fiscal  Year  1994  through  1997  in  entitlement  programs. 
We  do  want  to  assure  this  Committee  that,  aside  from  a  modest 
targeting  proposal,  the  major  farm  commodity  programs  will  be 
left  intact  until  the  1995  Farm  Bill.  Currently  we  are  in  the  middle 
of  the  1990  Farm  Bill.  We  will  be  revisiting  this  legislation  in  a 
major  way,  of  course,  in  1995.  We  are  also  at  the  GATT  talks  and 
the  NAFTA  talks,  Mr.  Chairman,  and  what  I  do  not  want  to  do  is 
to  have  a  difference  in  what  the  left  hand  is  doing  with  regard  to 
what  the  right  hand  needs  to  do  at  the  GATT.  We  will  take  no  uni- 
lateral action  that  will  make  our  farmers  weaker  in  international 
negotiations.  I  do  not  want  to  undermine  our  leverage  in  these  ne- 
gotiations with  far-reaching  Draconian  cuts  in  farm  programs  at 
this  point  in  time. 

In  1995,  we  will  take  a  fresh  look  at  the  situation.  For  the  1995 
Farm  Bill,  and  beginning  with  the  1996  crops,  we  are  now  intend- 
ing to  propose  as  part  of  the  President's  program  increasing  the 
non-eligible  payment  acres,  so-called  "triple  base",  eliminating  the 
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0/92  and  50/92  programs  and  incre£ising  assessments  on  "non-pro- 
gram" federally  subsidized  commodities.  This  will  be  done  to  help 
reduce  the  deficit  in  the  out-years,  and  provide  farmers  with  in- 
creased flexibility  in  planting  decisions  to  allow  them  to  respond  to 
market  conditions. 

In  an  effort  to  better  target  income  support  payments  to  smaller, 
family  sized  farmers,  these  pajnnents  would  be  limited  to  those 
farmers  making  less  than  $100,000  in  off  farm  income  starting 
with  1994  crops.  Also,  wool  and  mohair  direct  support  payments 
would  be  limited  to  $50,000  per  person.  As  was  discussed  in  the 
campaign,  honey  program  subsidies  would  be  eliminated  beginning 
in  1994  fiscal  year.  This  is  the  only  commodity  program  proposed 
for  outright  termination. 

In  addition  to  these  program  changes,  the  crop  insurance  pro- 
gram is  also  in  need  of  reform,  and  everyone  knows  it.  It  is  pro- 
posed that  indemnities  would  be  based  on  area  or  county  yield 
rather  than  individual  farm  experience.  To  the  extent  that  com- 
modity disaster  payments  are  made  in  the  future,  the  loss  thresh- 
old would  be  increased  from  35  to  40  percent  for  those  producers 
with  crop  insurance  and  from  40  to  50  percent  for  those  producers 
without  crop  insurance. 

Concerning  Food  Stamp  administrative  expenses,  beginning  April 
1,  1994,  State  administrative  expenses  would  be  limited  to  a  50  per- 
cent match  with  Federal  funds.  This  proposal  is  consistent  with  pro- 
posals being  made  for  the  Aid  For  Dependent  Children — AFDC — 
and  Medicaid  programs. 

The  President  also  announced  government-wide  reductions  in 
employment  and  pay  costs,  as  well  as,  a  14  percent  reduction  in  ad- 
ministrative costs  over  four  years.  These  actions,  are  designed  to 
improve  operations  and  efficiency  of  the  government's  programs. 
All  of  the  details  of  these  actions  are  under  development  and  will 
be  submitted  with  the  budget  in  March.  When  the  actions  are  com- 
pleted, the  USDA,  we  believe,  will  be  a  leaner,  much  more  effective 
organization. 

USDA  EFFECTIVENESS 

Recently  there  has  been  publicity  about  the  effectiveness  of  the 
Department  of  Agriculture.  The  perception  in  some  quarters,  Mr. 
Chairman,  is  that  the  USDA  has  become  an  outmoded  and  unre- 
sponsive bureaucracy,  no  longer  client  friendly  or  interested  in 
reaching  out  beyond  the  traditional  farmer  client  base  to  others 
who  also  have  legitimate  concerns.  We  hope  that  we  have  already 
signaled  our  intention  to  change  this  perception.  We  have  met  with 
consumer  groups  on  the  food  safety  issue.  We  have  met  with  whis- 
tle blowers  who  heretofore  have  felt  alienated  from  their  Depart- 
ment of  Agriculture,  and  we  have  been  reaching  out  to  all  affected 
members  of  the  community  on  programs  and  changes  that  we  have 
already  signaled.  I  promise  to  seriously  and  thoughtfully  address 
the  valid  concerns  and  criticisms  expressed  and,  where  appropriate, 
to  make  changes  in  USDA  operations. 

The  Department  of  Agriculture  has  long  been  known  as  the 
"People's  Department."  In  fact,  it  was  Abraham  Lincoln  who 
coined  the  phrase.  Based  on  congressional  authorizing  and  appro- 
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priations  legislation,  the  Department  has  been  mandated  to  carry 
out  a  broad  and  diverse  set  of  programs,  with  a  broad  constituency 
of  people  who  are  affected  by  its  activity. 

As  Secretary,  I  want  you  and  each  member  of  this  committee  to 
know  that  I  will  dedicate  myself  and  the  Department  to  being  a 
positive  force  in  improving  the  economic  health  of  America,  par- 
ticularly rural  America.  I  intend  to  work  hard  to  ensure  that 
people  living  in  rural  America  have  access  to  the  basic  services 
which  other  areas  take  for  granted — including  the  full  range  of 
those  included  in  our  President's  strategy  for  economic  revitaliza- 
tion.  I  will  seek  to  reach  out  to  all  USDA  constituents  and  become 
an  honest  broker  for  their  responsible  concerns  inside  the  agency. 

That  concludes  the  comments  I  would  like  to  make  and,  along 
with  Steve  Dewhurst,  I  would  be  glad  to  take  any  questions  you 
might  have. 

USDA  REORGANIZATION 

Mr.  DuRBiN.  Thank  you,  Mr.  Secretary. 

I  think  you  have  a  unique  opportunity,  and  we  have  discussed 
this,  to  reorganize  the  Department  of  Agriculture  and  make  it 
more  responsive  to  the  real  needs  of  its  constituency.  Speaking  for 
myself  and  I  am  sure  for  the  members  of  this  subcommittee,  we  are 
looking  forward  to  working  with  you. 

I  would  hope  that  we  could  be  innovative  and  rather  bold  in  the 
way  we  take  a  look  at  the  Department.  There  are  many  agencies 
and  functions  in  the  Department  which  I  think  have,  frankly, 
become  outmoded.  It  is  time  for  us  to  ask  ourselves  exactly  what  is 
needed  by  the  farmers,  ranchers,  and  producers  across  America  to 
make  certain  that  we  have  our  own  supply  of  food  and  fiber  and  also 
to  make  certain  that  the  agricultural  sector  of  our  economy  contin- 
ues to  prosper.  But  we  have,  I  think,  a  broad  mandate  from  the 
American  people  in  this  last  election,  and  your  selection  as  Secretary 
gives  us  an  opportunity  to  implement  it  in  this  important  area. 

Mr.  Secretary,  you  have  announced  a  reorganization  of  the 
Washington  office  along  with  proposals  to  reduce  a  number  of  posi- 
tions here  in  Washington.  Would  you  please  describe  what  you  pro- 
pose in  the  way  of  a  new  Washington  office  structure?  Also,  de- 
scribe any  staffing  changes  you  are  proposing. 

Secretary  Espy.  As  I  discussed  with  you  and  other  members  of 
Congress,  I  have  drafted  some  plans  for  streamlining  the  organiza- 
tion of  USDA.  I  am  still  looking  at  options  and  have  not  made  final 
decisions  on  the  overall  reorganization  plan.  In  the  meantime,  the 
Clinton  Administration  has  decided  to  seek  the  creation  of  a  single 
Farm  Service  Agency  which  will  encompass  the  functions  currently 
the  responsibility  of  the  Agricultural  Stabilization  and  Conserva- 
tion Service,  Farmers  Home  Administration,  and  the  Soil  Conser- 
vation Service.  This  change  will  be  reflected  at  all  levels  of  USDA. 
Plans  for  the  organization  and  activities  of  the  Farm  Service 
Agency  are  still  under  development. 

In  addition,  I  am  looking  at  ways  to  effectively  reorganize  the 
subcabinet  to  combine  functionally  related  sets  of  responsibilities. 
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Of  course,  any  changes  in  subcabinet  responsibilities  would  be  re- 
flected in  organization  of  the  agencies. 

Also,  I  am  considering  the  centralization  of  some  administrative 
functions  where  it  makes  sense  to  do  so.  Such  centralization  can  be 
difficult  because  of  unique  functions  in  various  agencies,  and  be- 
cause there  frequently  is  some  front-end  cost  which  must  be  paid  to 
achieve  long-term  savings.  My  goal  is  to  reduce  administrative 
costs  and  better  serve  our  clients  with  more  effective  management 
from  headquarters  through  all  levels  of  the  USDA  structure. 

Mr.  DuRBiN.  When  the  President's  budget  is  submitted  to  Con- 
gress on  or  about  the  23rd  of  March,  will  USDA's  budget  be  based 
on  the  new  organization  you  have  proposed? 

Secretary  Espy.  The  FY  1994  Budget  Request  will  reflect  the 
single  Farm  Service  Agency,  but  will  not  include  other  structural 
changes.  We  are  not  far  enough  along  in  our  discussions  to  propose 
other  changes  at  this  time.  I  will  be  working  with  Congress  as  I 
finalize  other  major  structural  changes  and  will  keep  you  apprised 
of  any  potential  budget  changes. 

The  budget  will  contain  proposals  for  reduced  administrative 
costs  in  line  with  the  Administration's  across-the-board  reductions 
in  this  area. 

Mr.  DuRBiN.  What  savings  do  you  anticipate  in  fiscal  years  1993 
and  1994  and  how  will  these  savings  be  achieved? 

Secretary  Espy.  We  do  not  anticipate  any  savings  in  FY  1993 
from  restructuring  proposals.  The  FY  1994  Budget  will  include  sav- 
ings that  will  result  from  the  creation  of  the  Farm  Service  Agency. 
These  savings  will  be  achieved  through  reduced  staff  needs  and  ad- 
ministrative overhead  at  the  National,  State,  and  local  levels.  In 
setting  up  the  new  organization  we  will  be  looking  for  ways  to  im- 
prove productivity.  Savings  will  be  included  for  overall  reductions 
in  administrative  costs  in  the  Department. 

Mr.  DuRBiN.  Under  your  proposal.  Farmers  Home  will  be  merged 
into  two  other  agencies,  a  new  Farm  Service  Agency  and  the  Rural 
Development  Administration.  How  will  this  change  be  implement- 
ed in  the  field?  Are  the  smaller  county  offices  where  a  Farmers 
Home  employee  processes  both  farm  and  housing  loans? 

Secretary  Epsy.  We  have  not  yet  decided  on  how  the  farm  and 
housing  programs  of  the  Farmers  Home  Administration  will  be  dis- 
tributed between  the  Farm  Service  Agency  and  RDA. 

Mr.  DuRBiN.  Do  you  plan  to  review  the  location  of  the  seven  Re- 
gional Offices  that  were  selected  for  the  Rural  Development  Ad- 
ministration? 

Secretary  Espy.  A  review  of  these  locations  may  be  necessary  as 
part  of  an  overall  assessment  of  RDA's  organization  structure. 

RURAL  DEVELOPMENT  ADMINISTRATION  FIELD  OFFICES 

Mr.  DuRBiN.  There  were  also  plans  to  open  125  District  Offices  for 
the  Rural  Development  Administration.  Do  you  plan  to  have  District 
Offices  or  will  you  use  State  Offices  like  FmHA? 

Secretary  Espy.  We  have  put  all  organization  plans  on  hold  for 
the  time  being  until  we  determine  the  most  efficient  organization 
for  the  Farm  Service  Agency.  Because  of  the  nature  of  the  pro- 
grams, direct  contact  with  the  clients,  the  Farm  Service  Agency 
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field  structure  is  likely  to  include  county,  district  and  State  offices, 
RDA,  on  the  other  hand,  currently  deals  primarily  with  govern- 
mental entities  and  a  district  office  structure  tends  to  make  more 
sense.  However,  should  we  decide  that  housing  or  other  progress 
could  reside  in  RDA,  we  would  need  to  revisit  the  structure  issue. 

PUBLIC  AFFAIRS 

Mr.  DuRBiN.  You  have  announced  that  you  plan  to  consolidate 
the  Public  Affairs  staffs  to  a  single  central  location.  What  were  your 
reasons  for  consolidating  these  functions? 

Secretary  Espy.  In  my  short  tenure  at  USDA,  several  concerns 
have  been  raised  about  communication  among  the  press  officers  in 
various  agencies.  In  response,  I  have  announced  plans  to  consoli- 
date the  press  operation  into  one  Office  of  Communications.  One 
option  we  are  reviewing  is  the  creation  of  a  desk  system  to  handle 
public  information  needs  for  the  Department.  This  system  would 
create  a  staff  for  each  issue  area  covered  by  the  Department.  Final 
decisions  on  the  structure  will  not  be  made  in  time  for  inclusion  in 
the  fiscal  year  1994  Budget.  However,  we  will  provide  you  with  de- 
tails when  final  decisions  are  made. 

This  plan  is  just  another  step  in  my  efforts  to  reduce  overhead 
cost  and  make  the  Department  of  Agriculture  a  more  effective  or- 
ganization which  will  be  responsive  to  the  public  in  providing  infor- 
mation in  a  coordinated,  efficient  way. 

Mr.  DuRBiN.  Would  you  please  submit  for  the  record  the  number 
of  professional  and  clerical  staff  from  each  agency  assigned  to 
public  affairs  activities  and  the  cost  by  agency? 

Secretary  Espy.  I  will  provide  a  table  listing  the  number  of  per- 
sonnel identified  by  USDA  agencies  as  performing  "public  affairs" 
functions  using  preliminary  figures  prepared  by  agencies  in  re- 
sponse to  a  recent  GAO  survey.  There  are  no  current  cost  figures. 
Each  of  these  positions  is  being  evaluated  to  determine  its  precise 
function  and  whether  the  agencies  included  personnel  who  may 
have  a  job  series  associated  with  "public  affairs,"  but  may,  in  fact, 
perform  a  purely  program  support  function  such  as  authorizing  or 
editing  technical  publications.  Because  our  evaluation  is  not  com- 
plete, the  figures  I  will  provide  must  be  considered  preliminary  or 
estimates  and  not  a  precise  listing.  As  more  accurate  figures  are 
developed  on  staffing  and  costs  we  will  provide  this  information  to 
you. 

[The  information  follows:] 

PRELIMINARY  USDA  ALL  AGENCY  PUBLIC  AFFAIRS/INFORMATION  STAFFING  SUMMARY 


Agency 


PA' 


Other  2        Support  ^ 


Total 


ACS 

AMS... 

ARS 

ASCS... 
APHIS.. 
CSRS... 
EMS". 

ES 

FmHA.. 
FCIC... 


3 3 

5 1  6 

29             18              8  55 

13               3              6  22 

17             13  30 

1               1  2 

11             13               1  25 

7  7 

5              2  7 

17  19 
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PRELIMINARY  USDA  ALL  AGENCY  PUBLIC  AFFAIRS/INFORMATION  STAFFING  SUMMARY— Continued 

Agency  PA '  Other  ^        Support  =  Total 

FGIS.. 
FNS... 
FSIS.. 
FAS... 

FS 

HNIS. 
NAL... 
OAB ... 
OICD.., 
OPA... 
P&SA., 
RDA5 


1 

1 

31 

7 

3 

41 

16 

29 

12 

57 

12 

1 

5 

18 

410 

101 

104 

615 

2 

6 

2 

10 

1 

1  

2 

1  

1 

1  

1 

56 

65 

35 

156 

1  

1 

REA 

2 

2 

14 

283 

1 
9 

188 

5 

SCS 

73 

96 

WAOB 

1 

1 

Total 

700 

1,171 

'  PA:  Career/NonCareer  SES,  Schedule  "C"  Confidential  Assistants.  fuMtc  affairs  spedalist/otficers. 

^  Other:  other  allied  professional  series,  including  writer-editors,  visual  information  specialists,  printing  specialists,  audio  production  specialists,  etc. 

^  Support:  secretaries,  clerks,  information  and  editonal  assistants,  etc. 

"  Supports  ERS,  NASS,  OE,  GAS,  and  AES. 

^  Support  provided  currently  by  FmHA  public  affalrs/informalian  staff. 

Mr.  DuRBiN.  When  the  employees  were  assigned  to  individual 
agencies,  how  many  were  Schedule  C  or  non-career  SES  appoint- 
ments? 

Secretary  Espy.  Of  the  employees  currently  assigned  to  individ- 
ual agencies,  there  are  a  total  of  33  Schedule  C  or  non-career  SES 
appointments. 

Mr.  DuRBiN.  Under  the  new  combined  organization,  how  many 
total  employees  will  you  have  in  Public  Affairs  and  how  many  will 
be  Schedule  C  or  non-career  SES  employees? 

Secretary  Espy.  At  the  present  time,  we  are  uncertain  as  to  the 
personnel  break  down  in  the  new  Office  of  Communications.  We 
have  a  lot  of  competent,  hard  working  people  on  board  and  as  we 
reorganize,  we  will  need  to  find  other  assignments  for  some  of 
these  people.  In  additional,  we  will  be  looking  to  reduce  the  staff 
through  attrition,  possibly  offering  incentives  to  those  individuals 
eligible  for  retirement  over  the  next  few  years. 

CONGRESSIONAL  LIAISON 

Mr.  DuRBiN.  Last  year  the  Committee,  during  the  hearings, 
pointed  out  that  the  number  of  employees  assigned  to  Congression- 
al Liaison  had  increased  from  33  to  58  over  the  last  10  years.  Since 
you  have  proposed  to  centralize  Public  Affairs,  what  are  your  plans 
for  Congressional  Liaison? 

Secretary  Espy.  I  am  reviewing  the  current  organization  of  the 
Washington  headquarters  of  USDA  to  develop  plans  for  reorganiza- 
tion of  administrative  functions  such  as  Congressional  Relations.  I 
will  be  looking  at  options  to  reduce  costs,  particularly  in  adminis- 
trative activities,  while  improving  the  efficiency  and  effectiveness 
of  the  Department.  However,  at  this  time,  work  has  not  been  initi- 
ated on  a  reorganization  of  Congressional  Relations  activities. 

Mr.  DuRBiN.  Please  submit  for  the  record  the  number  of  profes- 
sional and  clerical  staff  from  each  agency  assigned  to  Congressional 
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Relations  activities.  Would  you  also  provide  the  cost  by  agency  and 
how  many  of  the  individuals  assigned  hold  Schedule  C  appoint- 
ments? 

Secretary  Espy.  I  will  provide  the  information  for  the  record. 

[The  information  follows:] 

The  number  of  staff  in  the  agencies  assigned  to  congressional  relations  activities, 
and  their  associated  costs,  are  based  on  the  following: 

(1)  Numbers  are  based  on  FY  1992  data; 

(2)  Full  time  equivalent  (FTE)  estimates,  that  is,  the  portion  of  an  individual's 
time  devoted  to  congressional  relations  activities,  are  used  for  professional  and  cleri- 
cal staff  amounts.  The  FTE  amounts  include  both  career  and  Schedule  C  employees. 
One  hundred  percent  of  an  individual's  time  is  equivalent  to  1.0  FTE; 

(3)  With  the  exception  of  the  USDA  Office  of  Congressional  Relations,  the  esti- 
mates exclude  senior  agency  officials  who  may  occasionally  have  legislative  con- 
tacts; 

(4)  The  cost  estimates  reflect  only  salaries  and  benefits  for  the  professional  and 
clerical  FTE  amounts  (career  and  Schedule  C  employees).  Costs  associated  with 
travel,  training,  equipment,  and  overhead/administrative  support  are  not  included; 
and 

(5)  The  column  showing  "Schedule  C  Positions"  represents  full  time  Schedule  C 
positions  in  each  agency  with  congressional  affairs  responsibilities.  The  portion  of 
the  Schedule  C  employee's  time  that  is  devoted  to  congressional  relations  activities 
in  reflected  in  the  FTE  Professional  or  FTE  Clerical  columns.  In  addition,  in  FY 
1992  the  Food  and  Nutrition  Service  (FNS)  and  Office  of  Congressional  Relations 
(OCR)  each  had  one  noncareer  SES  position,  and  OCR  had  one  Presidential  appoint- 
ment with  congressional  relations  assignments.  The  portion  of  these  employees' 
time  devoted  to  congressional  relations  activities  is  also  reflected  in  the  FTE  Profes- 
sional or  FTE  Clerical  columns. 
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PERSONNEL  OFFICES 


Mr.  DuRBiN.  Are  you  considering  any  other  functions,  such  as 
personnel  offices? 

Secretary  Espy.  As  the  Committee  is  aware,  I  have  announced 
that  our  national  offices  will  be  reorganized  and  streamlined  before 
action  is  taken  to  consolidate  or  close  field  offices.  We  will  consider 
all  options  including  the  consolidation  or  closing  of  personnel  of- 
fices both  at  headquarters  and  in  the  field.  Similar  consideration 
will  be  given  to  other  administrative  activities  where  it  appears  that 
savings  can  be  realized  without  losing  effectiveness. 

ADVISORY  COMMITTEES 

Mr.  DuRBiN.  On  February  10  the  President  signed  an  Executive 
Order  directing  each  agency  of  government  to  reduce  the  number 
of  advisory  committees,  not  required  by  law,  by  50  percent.  What 
action  has  the  Department  taken  to  comply  with  this  Executive 
Order? 

Secretary  Espy.  The  Department  currently  has  71  advisory  com- 
mittees; 47  required  by  statute  and  24  not  required  by  statute.  The 
President's  Executive  Order  requires  that  not  less  than  one-third  of 
the  advisory  committees  subject  to  the  Federal  Advisory  Commit- 
tee Act  (but  not  required  by  statute)  be  terminated  by  the  end  of 
fiscal  year  1993.  In  addition,  the  Order,  requires  each  Department 
to  submit  recommendations  for  termination  of  unnecessary  statuto- 
ry committees.  In  response  to  the  President's  Order,  we  are  cur- 
rently reviewing  all  USDA  advisory  committees  to  determine 
which  should  be  terminated. 

Mr.  DuRBiN.  Mr.  Secretary,  one  of  the  issues  in  the  Executive 
Order  was  elimination  of  unnecessary  advisory  committees.  In  the 
fiscal  year  1993  Appropriations  Act  the  Committee  reduced  the 
funding  for  advisory  committees  of  the  Department  of  Agriculture 
from  approximately  $1,8  million  to  $952,000.  In  doing  so,  we  asked 
the  Department  to  operate  only  those  committees  which  provide 
critical  information.  We  have  been  advised  that  the  Department, 
instead  of  eliminating  some  unnecessary  advisory  committees, 
merely  funded  each  committee  at  one-half  the  proposed  level.  Do 
you  anticipate  reconsidering  the  existing  1993  advisory  committees' 
funding  schedule? 

Secretary  Espy.  It  is  my  understanding  that  after  the  Congress 
reduced  the  Department's  appropriation  request  for  fiscal  year 
1993,  Secretary  Madiggin  directed  his  subcabinet  officials  to  review 
the  priorities  and  needs  of  each  advisory  committee  and  develop  a 
budget  that  was  within  the  level  set  by  the  Congress.  At  that  time, 
it  was  determined  that  the  trade  committees  in  the  International 
Affairs  and  Commodity  Programs  area  were  a  top  priority.  The 
trade  committees  were  funded  at  near  the  requested  level.  All 
other  committees  were  required  to  reduce  expenditures  to  stay 
within  the  appropriate  level.  In  an  effort  to  continue  operating  at 
the  reduced  funding  level,  most  advisory  committees  will  hold 
fewer  meetings  and  institute  other  cost  saving  measures. 

I  am  sure  that  the  funding  for  these  committees  will  need  some 
adjustment.  However,  I  expect  that  generally  the  committees  will 
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remain  funded  at  the  reported  level  in  fiscal  year  1993  until  we  de- 
termine which  committees  will  be  eliminated. 

Mr.  DuRBiN.  Will  you  propose  legislation  to  eliminate  some  of 
the  committees  that  are  required  by  law? 

Secretary  Espy.  Currently,  we  are  reviewing  all  advisory  commit- 
tees, including  statutory  and  nonstatutory.  Following  the  review,  I 
will  determine  which  statutory  committees,  if  any,  should  be  pro- 
posed for  termination.  The  Executive  Order  requires  that  we 
submit  a  report  to  the  Office  of  Management  within  90  days.  This 
report  will  include  all  justifications  for  the  continued  existence  of 
all  advisory  committees  and  my  recommendations  for  proposed  ter- 
mination. If  a  decision  is  made  to  eliminate  any  statutory  commit- 
tees, legislation  will  be  sent  to  Congress. 

Mr.  DuRBiN.  Please  provide  the  Committee  with  a  list  of  all  peer 
review  panels,  committees,  commissions,  groups,  or  boards  that  will 
be  paid  for  by  the  agency,  including  the  cost  of  each. 

Secretary  Espy.  I  am  providing  the  information  you  request  for 
the  record. 

[The  information  follows:] 
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Following  is  a  list  of  USDA  Advisory  Committees  under  ttie  Federal  Advisory  Committee  Act 
(FACA).   These  committees  are  financed  under  tfie  consolidated,  departmental  appropriation 
established  by  the  Committee  in  fiscal  year  1983.    The  amounts  shown  were  planned  for  committee 
operations  in  fiscal  year  1993,  prior  to  the  President's  Executive  Order. 

USDA  ADVISORY  COMMITTEES 

1993 
Policy  Area  and  Committee  Title  Current 

Estimate 
Office  of  tfie  Secretary: 

Alternative  Agriculture  Research  and  Commercialization  Center    $45,698 

Food  and  Consumer  Services: 

Natl  Adv.  Council  on  Maternal,  Infant  and  Fetal  Nutrition    8,000 

Natl  Adv.  Council  on  Commodity  Distribution 26,600 

Dietary  Guidelines  Advisory  Committee '. 22,100 

National  Nutrition  Monitoring  Advisory  Council    19,900 

Advisory  Committee  on  Welfare  Simplification  and  Coordination    49,978 

Science  and  Education: 

Natl  Ag.  Res.  &  Exten.  Users  Adv.  Board    100,030 

National  Arboretum  Advisory  Council 10,000 

Human  Nutrition  Board  of  Scient.  Counselors 15,000 

Science  &  Education  Natl  Res.  Initiative 14,000 

Advisory  Council  for  Natl  Genetics  Res 15,000 

Animal  Health  Science  Research  Adv. Board    6,500 

Cooperative  Forestry  Res.  Adv.  Council 16,000 

Committee  of  Nine   4,000 

Agricultural  Biotechnology  Res.  Adv.  Comm 40,000 

Joint  Council  on  Food  and  Agricultural  Sciences    100,000 

Agricultural  Science  and  Technology  Review  Board   20,000 

Advisory  Council  on  National  Sustainable  Agriculture    14,000 

Global  Climate  Change  Technical  Advisory  Committee 0 

Marl<eting  and  Inspection  Services: 

Federal  Grain  Inspection  Svc.  Adv.  Comm 15,000 

Natl  Adv.  Comm.  on  Meat  &  Poultry  Insp 10,000 

Natl  Adv.  Comm.  on  Microbiological  Criteria  for  Foods 41 ,249 

Advisory  Committees  on: 

Foreign  Animal  and  Poultry  Diseases    10,000 

Gen.  Conf.  Comm.  of  the  Nat'l  Poultry  Improvement  Plan 3,500 

Natl  Animal  Damage  Control  Adv.  Comm 10,000 

National  Organic  Standards  Board    15,646 

international  Affairs  and  Commodity  Programs: 

Agricultural  Policy  Adv.  Comm.  for  Trade 14,848 

Agricultural  Tech.  Adv.  Comm.  for  Trade: 

Cotton 13,821 

Dairy  Products 13,821 
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Fruits  and  Vegetables    13,821 

Grain  and  Feed 14,847 

Livestock  and  Livestock  Products   14,847 

Oilseeds  and  Oilseed  Products 13,821 

Poultry  and  Eggs 13,821 

Sweeteners 13,821 

Tobacco    13,821 

Processed  Food 13,821 

Small  Community  and  Rural  Development: 

President's  Council  on  Rural  America' 10,253 

Economics: 

Nat' I  Ag.  Cost  of  Prod.  Standards  Review  Bd 24,273 

Departmental  Administration: 

Citizens  Adv.  Comm.  on  Equal  Opportunity 21,788 

Natural  Resources  and  Environment: 

State  Tectinical  Committees    108,375 

'Ttiis  committee  tias  expired.   The  estimated  amount  stiown  is  for  administrative  costs  associated 
with  closeout. 

Following  is  a  list  of  Forest  Service  advisory  committees  chartered  under  provisions  of  the  FACA 
and  their  planned  expenses  for  FY  1993.   Expenses  for  these  committees  are  paid  from  Forest 
Service  appropriated  funds  (which  fall  under  the  Department  of  Interior  appropriation:) 

Allegheny  National  Wild  and  Scenic  River  Advisory  Council  (Norlhern)    $  14,500 

Allegheny  National  Wild  and  Scenic  River  Advisory  Council  (Southern)    12,500 

Blue  Mountain  Natural  Resources  Institute  Advisory  Board $  22,500 

Brule  River  (Wisconsin  and  Michigan)  Study  Committee 8,000 

Carp  River  Study  Committee 8,000 

Cascade  Head  Scenic-Research  Area  Advisory  Council 0 

The  Committee  of  State  Foresters 12,500 

Florida  National  Scenic  Trail  Advisory  Council    11 ,500 

Grand  Island  Advisory  Commission 20,000 

Little  Manistee  River  Study  Committee 8,000 

Mono  Basin  National  Forest  Scenic  Area  Advisory  Board    1 ,900 

Mount  St.  Helens  Scientific  Advisory  Board    6,700 

National  Commission  on  Wildfire  Disasters    55,550 

National  Urban  and  Community  Forestry  Advisory  Council    37,500 

Newberry  National  Volcanic  Monument  Advisory  Council    20,775 

Nez  Perce  National  Historic  Trail  Advisory  Council 0 

Ontonagon  River  Study  Committee    8,000 

Paint  River  Study  Committee    8,000 

Presque  Isle  River  Study  Committee 8,000 

Sturgeon  River  (Ottawa  National  Forest)  Study  Committee 8,000 

Sturgeon  River  (Hiawatha  National  Forest)  Study  Committee    8,000 

Tahquamenon  River  Study  Committee 8,000 

White  River  Study  Committee 8,000 
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Whitefish  River  Study  Committee    8,000 

Wildcat  River  Advisory  Commission 8,800 

The  following  advisory  committees  are  proposed  for  funding  in  FY  1993  from  user  fees: 

Advisory  Committee  on  Universal  Cotton  Standards $47,250 

Burley  Tobacco  Advisory  Committee    34,824 

Flue-Cured  Tobacco  Advisory  Committee    24,498 

National  Advisory  Committee  for  Tobacco  Inspection  Services    27,300 

Plant  Variety  Protection  Advisory  Board 8,900 

Providing  Advice  to  Emerging  Democracies 55,000 

The  peer  review  panels  sponsored  by  the  Cooperative  State  Research  Service  (CSRS)  are  not 
advisory  committees  under  the  Federal  Advisory  Committee  Act  (FACA).   CSRS  funded  peer  panels 
are  planned  for  the  following  program  areas  during  FY  1993: 

Higher  Education  1890  Capacity  Building  Grants  Program    $  49,000 

Higher  Education  Graduate  Fellowships  Program 18,000 

Higher  Education  Challenge  Grants  Program 32,000 

Special  Research  Grants  -  Aquaculture 6,000 

Special  Research  Grants  •  Integrated  Pest  Management    49,000 

Special  Research  Grants  -  Water  Quality  and  Rangeland 98,000 

Biotechnology  Risk  Assessment  Program    12,000 

National  Research  Initiative  Competitive  Grants  Program    746,000 

Small  Business  Innovation  Research  Program   63,000 

Peer  panel  costs  include  travel,  honorahum,  rental  of  meeting  rooms,  and  salary/benefits  for  six 
staff  years  associated  with  arranging  and  conducting  the  peer  panels. 
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Export  Programs 
market  promotion  program 

Mr.  DuRBiN.  Mr.  Secretary,  as  you  know,  there  has  been  consid- 
erable negative  publicity  regarding  the  Market  Promotion  Pro- 
gram. A  number  of  stories  have  appeared  in  the  press  and  on  tele- 
vision questioning  this  program.  What  are  your  feelings  about  the 
Market  Promotion  Program? 

Secretary  Espy.  The  MPP  is  an  innovative  approach  to  promot- 
ing U.S.  agricultural  commodities  and  products  overseas.  It  can  be 
particularly  effective  for  promoting  value-added  products,  which  re- 
ceive the  preponderance  of  MPP  assistance.  At  the  same  time,  how- 
ever, it  is  critical  that  the  program  be  administered  and  carried  out 
effectively  and  efficiently.  I  am  very  aware  of  the  negative  publici- 
ty which  has  recently  surrounded  the  program,  and  we  will  be  re- 
viewing the  program  to  determine  what  changes  may  be  needed  to 
improve  its  effectiveness. 

Mr.  DuRBiN.  The  conference  report  on  the  fiscal  year  1993  appro- 
priations bill  contained  language  which  I  wrote  regarding  the 
Market  Promotion  Program.  That  language  called  on  the  program 
to  focus  its  resources  on  promoting  value-added  agricultural  ex- 
ports to  maximize  job  creation.  It  also  called  on  the  program  to 
make  certain  that  the  content  of  agricultural  products  it  promotes 
are  predominantly  U.S.  grown  and  manufactured.  It  further  stated 
that  promotional  funds  should  be  allotted  to  U.S.-based  partici- 
pants which  export  agricultural  products,  and  should  encourage 
smaller,  medium-sized,  and  new  to  export  participants.  It  also 
stated  that  the  Department  should  review  marketing  plans  submit- 
ted to  assure  that  products  are  predominantly  U.S.  grown  and 
manufactured.  What  changes  have  been  made  during  the  past  year 
in  the  program  to  comply  with  the  statement  in  the  conference 
report? 

Secretary  Espy.  Based  on  the  conference  report  language,  the 
Foreign  Agricultural  Service,  which  administers  MPP,  has  taken  a 
number  of  steps  during  the  past  year  to  comply  with  the  conferees' 
instructions.  I  will  submit  a  summary  of  those  steps  for  the  record. 

With  respect  to  the  promotion  of  value-added  products,  since  the 
program's  inception,  approximately  80  percent  of  the  funding  has 
been  allocated  to  value-added  products,  so  the  program  does  appear 
to  be  meeting  the  conferees'  wishes  in  this  area.  Concerning  the 
review  of  marketing  plans  to  ejisure  that  products  are  predomi- 
nantly U.S.  grown  and  manufactured,  this  is  accomplished  when 
the  MPP  participant's  application  is  reviewed  and  approved.  As 
you  may  know,  the  applicant  must  certify  that  the  product  for 
which  promotional  assistance  is  requested  is  of  at  least  50  percent 
U.S.  origin. 

[The  information  submitted  for  the  record  follows:] 

Recent  Actions  Taken  by  FAS  in  the  Administration  of  the  Market  Promotion 
Program  to  Comply  with  the  FY  1993  Appropriations  Conference  Language 

For  FY  1993,  the  formula  for  allocating  MPP  assistance  has  been  expanded  to  in- 
clude two  factors  that  favor  products  that  are  U.S.  grown  and  manufactured.  These 
factors  disadvantage  foreign  produced  products  in  the  allocation  process. 
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FAS  has  conducted  outreach/export  education  programs  for  small  and  medium- 
sized  firms  through  the  activities  of  the  State  Regional  Trade  Groups.  During  FY 
1992,  these  groups  sponsored  36  educational  seminars  in  44  states,  attracting  1,000 
attendees.  This  year,  more  than  375  companies — compared  with  269  participants  in 
1992 — applied  for  participation  in  the  FY  1993  branded  promotion  programs 
through  these  groups.  Nearly  80  percent  of  these  companies  have  fewer  than  500 
employees. 

MPP  funding  for  the  State  Regional  Trade  Groups,  which  mainly  promote  the 
export  of  high  value  products,  has  been  increased  from  $11.9  million  in  FY  1992  to 
$19.9  million  in  FY  1993. 

Participation  in  the  FY  1993  MMP  has  been  broadened  with  the  addition  of  13 
first-time  MPP  participants. 

A  branded  promotion  survey  for  participating  MPP  firms  has  been  developed  to 
collect  information  that  is  currently  not  available.  This  will  be  distributed  to  the 
firms  once  the  Department  receives  approval  from  0MB  in  accordance  with  Paper- 
work Reduction  Act  requirements. 

MPP  EVALUATION 

Mr.  DuRBiN.  The  conference  report  expected  the  Department  to 
complete  an  evaluation  of  MPP  by  February  1,  1993.  What  is  the 
status  of  this  evaluation? 

Secretary  Espy.  FAS  considered  various  options  to  comply  with 
the  report  requirement.  It  was  decided  that  they  would  conduct  a 
survey  of  nonprofit  participants  and  firms  which  participate  in  the 
MPP  branded  promotion  program.  Because  much  of  the  informa- 
tion is  not  available  within  the  Department,  a  survey  has  been  de- 
veloped by  FAS  staff  for  distribution  to  the  commodity  associations 
and  participating  branded  firms,  which  number  over  1,100.  In  ac- 
cordance with  Paperwork  Reduction  Act  requirements,  they  are 
consulting  with  OMB  on  the  content  of  the  survey.  Once  the  data  is 
received  and  analyzed,  an  evaluation  summary  will  be  prepared  on 
the  survey's  findings  and  possible  recommendations  for  the  MPP. 

EXPORT  ENHANCEMENT  PROGRAM 

Mr.  DuRBiN.  The  Export  Enhancement  Program  was  established 
in  1985  and  provided  that  not  less  than  $500  million  of  CCC  funds 
and  commodities  would  be  made  available  as  bonuses  to  challenge 
unfair  trading  practices  and  to  regain  overseas  markets  for  U.S.  ag- 
ricultural commodities.  Do  you  still  anticipate  a  program  in  the 
range  of  $1.2  billion  for  fiscal  year  1993? 

Secretary  Espy.  Yes,  the  current  estimate  for  EEP  bonus  awards 
during  fiscal  year  1993  continues  to  be  $1.2  billion. 

Mr.  DuRBiN.  At  this  point  in  time,  what  are  you  anticipating  for 
fiscal  year  1994? 

Secretary  Espy.  For  fiscal  year  1994,  the  CCC  budget  estimates 
provide  a  program  level  for  EEP  of  $1  billion.  This  is  an  estimate, 
of  course,  and  this  level  could  fluctuate  somewhat  depending  upon 
market  conditions  and  the  subsidizing  practices  of  our  competitors. 

Mr.  DuRBiN.  Would  you  please  provide  for  the  record  the  total 
value  of  bonuses  paid,  by  exporter,  since  inception  of  the  program? 

Secretary  Espy.  Yes.  I  will  be  pleased  to  provide  that  information 
for  the  record. 

[The  information  follows:] 
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FOREIGN  OWNED  EXPORTERS 

Mr.  DuRBiN.  According  to  the  testimony  of  Secretary  Madigan 
last  year,  the  Department  does  not  keep  track  of  whether  these  are 
foreign  or  U.S.  companies.  What  is  your  position  with  regard  to  the 
payment  of  bonuses  under  the  EEP  to  foreign-owned  export  compa- 
nies? 

Secretary  Espy.  Although  EEP  bonuses  are  paid  to  exporters — 
whether  domestic  or  foreign-owned — the  benefits  are  intended  to 
accrue  to  U.S.  producers.  The  subsidy  on  each  EEP  shipment, 
which  is  paid  only  after  the  commodities  leave  the  United  States,  is 
in  effect  a  reimbursement  to  the  exporters  for  selling  and  shipping 
the  U.S.-produced  commodity  at  a  below-cost  price.  Without  the 
subsidy,  the  exporters  is  unlikely  to  sell  th  U.S.-produced  commodi- 
ty. 

Allowing  foreign-owned  firms  to  participate  in  EEP  increases  the 
number  of  companies  competing  to  handle  our  export  sales  and 
maximizes  competition  among  exporters  to  ensure  that  producers 
receive  the  best  price  for  their  commodity.  Added  competition 
serves  to  minimize  the  EEP  bonus  that  must  be  paid  for  each  unit 
of  commodity  exported. 

CASH  PROGRAM 

Mr.  DuRBiN.  Even  though  the  original  plan  for  the  program  was 
to  use  CCC  certificates,  which  could  be  redeemed  for  commodities, 
the  program,  in  fact,  now  is  a  straight  cash  payment.  In  view  of  the 
fact  that  these  are  straight  cash  payments  as  opposed  to  payment 
in  surplus  agricultural  commodities,  does  this  in  any  way  alter  how 
this  program  is  viewed  within  the  Administration? 

Secretary  Espy.  The  change  from  certificate  payments  to  cash 
payments  under  the  EEP  has  not  changed  the  way  the  Department 
and  0MB  view  the  program.  It  continues  to  be  scored  as  budget 
neutral.  Analysis  carried  out  by  the  Department  has  shown  that 
the  costs  of  EEP  bonuses,  whether  paid  in  certificates  or  cash,  are 
offset  by  savings  in  CCC  expenditures  for  price  and  income  support 
provided  the  program  increases  U.S.  exports  over  the  levels  they 
would  have  been  in  the  absence  of  the  EEP.  The  method  of  pay- 
ment of  the  EEP  bonuses  is  not  important  to  maintaining  a  budget 
neutral  program,  but  achieving  an  increased  level  of  export  is. 

EFFECT  OF  GATT  ON  EEP 

Mr.  DuRBiN.  In  the  event  there  is  a  GATT  agreement,  how  will 
that  likely  affect  the  EEP  program? 

Secretary  Espy.  While  no  final  Uruguay  Round  agreement  has 
been  reached,  the  Dunkel  Text  for  the  proposed  final  agreement  re- 
quires a  24  percent  cut  in  volume  of  subsidized  exports  over  six 
years  from  the  1986-90  base  period  and  a  36  percent  cut  in  the 
value  of  export  subsidies.  The  LF.S.-EC  agreement  of  last  November 
calls  for  a  21  percent  cut  in  the  quantity  subsidized,  which  is  some- 
what less  than  the  level  provided  for  in  the  Dunkel  Text. 

It  is  important  to  emphasize  that  the  United  States  subsidizes 
export  to  counter  the  export  subsidies  of  other  countries,  particu- 
larly the  European  Community.  Under  a  GATT  agreement  that  re- 
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duces  subsidized  exports,  the  United  States  will  be  able  to  cut 
export  subsidies  and  still  remain  competitive. 

Mr.  DuRBiN.  Will  the  EEP  program  have  to  be  terminated? 

Secretary  Espy.  The  EEP  would  not  have  to  be  terminated  under 
the  terms  of  the  Dunkel  Text. 

GATT  TRIGGER  PROVISIONS 

Mr.  DuRBiN.  The  Omnibus  Budget  Reconciliation  Act  of  1990  re- 
quired that  if  there  is  not  a  GATT  agreement  by  June  30,  1992,  the 
export  programs  of  USDA  must  be  increased  by  $1  billion  during 
fiscal  years  1994  and  1995.  To  what  extent  will  the  1994  budget  re- 
flect this  provision  of  law,  and  what  are  the  plans  for  its  implemen- 
tation? 

Secretary  Espy.  The  CCC  budget  estimates  for  both  fiscal  year 
1994  and  1995  contain  an  allowance  of  $375  million  for  the  costs — 
that  is,  higher  outlays — of  implementing  the  GATT  Trigger  provi- 
sions contained  in  the  Omnibus  Budget  Reconciliation  Act  of  1990, 
including  the  mandated  increase  in  export  program  levels.  The  al- 
lowance provides  an  amount  of  outlays  which  is  sufficient  to  meet 
the  costs  of  several  different  options  we  have  for  increasing  the 
export  program  levels  by  the  mandated  $1  billion.  The  CCC  esti- 
mates will  not  be  specific  as  to  which  export  programs  might  be 
increased  since  we  would  rather  not  alert  our  competitors  regard- 
ing our  intentions.  As  you  know,  the  statute  requires  a  $1  billion 
increase  in  the  export  programs  authorized  by  the  Agricultural 
Trade  Act  of  1978,  as  amended.  These  include  CCC  export  credit 
programs,  the  Export  Enhancement  Program,  and  the  Market  Pro- 
motion Program. 

Mr.  DuRBiN.  In  view  of  the  budget  situation,  can  we  afford  a  $1 
billion  increase  in  export  programs? 

Secretary  Espy.  The  GATT  Trigger  allowance  included  in  the 
CCC  budget  estimates  is  designed  to  meet  the  costs  of  an  increase 
in  export  program  levels  should  the  increase  result  in  higher 
spending  and  outlays  by  CCC.  However,  it  is  important  to  remem- 
ber that  an  increase  of  $1  billion  in  program  level  does  not  neces- 
sarily result  in  an  increase  in  CCC  net  outlays  of  the  same  amount. 
For  example,  the  EEP  is  scored  as  budget  neutral,  and  an  increase 
in  EEP  programming  would  not  increase  CCC  net  outlays,  provided 
the  program  continued  to  achieve  higher  export  levels.  In  the  case 
of  CCC  Export  Credit  Guarantees,  the  outlays  would  be  based  on  the 
estimated  credit  subsidy  for  the  program  which  in  recent  years  has 
been  around  seven  percent  of  the  total  program  level.  The  GATT 
Trigger  allowance  has  been  included  in  the  budget  to  allow  us 
some  flexibility  in  deciding  which  programs  could  be  increased 
most  effectively,  but  this  does  not  necessarily  mean  that  all  of  the 
$375  million  included  in  the  allowance  would  be  used. 

Mr.  DuRBiN.  Should  the  law  be  amended  or  repealed? 

Secretary  Espy.  Because  of  the  current  state  of  the  Uruguay 
Round  of  multilateral  trade  negotiations,  it  is  probably  not  the 
time  to  amend  or  repeal  the  GATT  Trigger  provisions.  It  is  impor- 
tant that  we  keep  as  much  pressure  on  our  negotiating  partners  as 
we  can.  At  such  time  as  we  reach  a  successful  conclusion  to  the  ne- 
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gotiations,  we  might  want  to  reconsider  implementation  of  these 
provisions. 

OUTLOOK  FOR  GATT 

Mr.  DuRBiN.  What  is  your  position  with  regard  to  GATT,  and 
what  is  the  outlook  for  reaching  a  GATT  agreement  this  year,  in 
your  opinion? 

Secretary  Espy.  I  support  opening  markets  and  providing  in- 
creased international  trading  opportunities  for  America's  farmers 
and  ranchers  through  the  General  Agreement  on  Tariffs  and 
Trade.  I  believe  there  is  the  opportunity  to  reach  an  agreement  in 
the  Uruguay  Round  negotiations  this  year.  However,  reaching  an 
agreement  will  depend  to  a  large  extent  on  how  forthcoming  our 
negotiating  partners  are. 

Mr.  DuRBiN.  Have  you  had  any  discussions  regarding  GATT  with 
the  U.S.  Trade  Representative  to  date? 

Secretary  Espy.  Yes,  Ambassador  Kantor  and  I  have  discussed 
the  negotiations  and  concur  on  the  need  for  a  fair  agreement  with 
a  significant  positive  results  for  American  agriculture. 

Mr.  DuRBiN.  Do  you  support  a  rapid  conclusion  to  GATT  negotia- 
tions and  if  so,  under  what  terms  and  conditions? 

Secretary  Espy.  I  would  like  to  see  the  negotiations  concluded  as 
quickly  as  possible.  However,  it  must  be  an  agreement  that  ensures 
significant  benefits  for  U.S.  agriculture. 

SALES  TO  CIS  COUNTRIES 

Mr.  DuRBiN.  For  the  record,  would  you  please  provide  a  table 
that  shows  the  quantity  of  commodities  sold  to  the  CIS  countries 
under  EEP  during  fiscal  years  1991,  1992,  and  to  date  for  fiscal 
year  1993?  Also,  indicate  the  value  of  the  bonus  in  connection  with 
each  of  these  commodities  by  year. 

Secretary  Espy.  Yes,  we  will  provide  that  information  for  the 
record. 

[The  information  follows:] 

U.S.  EXPORTS  TO  THE  FORMER  SOVIET  UNION  FOR  WHICH  EEP  BONUSES  HAVE  BEEN  AWARDED 

Volume  (MT)  Bonus 

Fiscal  year  1991: 

Wheat 3,173,145        $143,206,785 

Wheat  flour 47,000  3,255,002 

Total 146,461,787 

Fiscal  year  1992: 

Feed  grains 299,500  10,203,255 

Rice 55,000  4,007,200 

Vegetable  oil 86,310  5,364,410 

Wheat 8,417,745  349,596,280 

Total 369,171,145 

Fiscal  year  1993  (as  of  Feb.  26): 

Feed  grains 100,000  2,1 17,000 

Wheat 2,219,420  85,111,848 

Total 87,228,848 
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SALES  TO  CHINA 

Mr.  DuRBiN.  Would  you  also  please  provide  for  the  record  a  table 
that  lists  the  commodities  sold  to  China  during  fiscal  years  1991 
and  1992  and  to  date  for  fiscal  year  1993?  Also,  indicate  the  bonus 
paid  on  these  sales,  by  commodity. 

Secretary  Espy.  I  will  provide  that  information  for  the  record. 

[The  information  follows.] 

U.S.  EXPORTS  TO  CHINA  FOR  WHICH  EEP  BONUSES  HAVE  BEEN  AWARDED 

Volume  (NIT)  Bonus 

Rscal  year  1991:  Wheat 5,708,460  $244,410,711 

Fiscal  year  1992; 

Vegetable  oil 20,000  1,093,600 

Wheat 1,699,400  90,538,934 

Total 91,632,534 


Hscal  year  1993  (as  of  Feb.  26):  Wheat 1,998,075  79,930,716 


GSM-102  AND  103 

Mr.  DuRBiN.  The  CCC  Export  Credit  Guarantee  programs  provide 
for  a  U.S.  Government  guarantee  of  private  financing  by  U.S.  lend- 
ers of  foreign  sales  by  U.S.  exporters.  The  Agricultural  Trade  Act 
of  1978,  as  amended,  provides  not  less  than  $5  billion  in  GSM-102 
guarantees  and  not  less  than  $500  million  per  year  in  GSM-103 
guarantees.  Since  January  1991,  a  total  of  $3.75  billion  of  these 
credit  guarantees  has  been  made  available  to  the  former  Soviet 
Union.  In  view  of  repayment  problems  on  the  part  of  Russia^  what 
is  the  outlook  for  these  programs  during  the  remainder  of  this  year 
and  fiscal  year  1994? 

Secretary  Espy.  With  the  exception  of  fiscal  year  1992,  export 
sales  registrations  under  the  GSM-102  program  over  the  past  five 
fiscal  years  have  ranged  between  $4.0  and  $4.8  billion  annually. 
Registrations  peaked  at  $5.6  billion  in  fiscal  year  1992,  primarily 
because  of  the  size  of  our  guarantee  programs  with  the  former 
Soviet  Union,  Russia,  and  Ukraine.  At  present,  it  is  expected  that 
GSM-102  sales  registrations  during  fiscal  year  1993  and  1994  will 
fall  within  the  historical  range.  Of  course,  this  will  depend  to  some 
extent  on  what  develops  with  the  guarantee  programs  and  the 
former  Soviet  Union.  As  you  know,  registrations  of  export  sales  to 
Russia  under  the  GSM-102  program  are  currently  suspended  due 
to  arrearages  in  their  payments  to  banks  on  CCC-guaranteed 
export  credit  debt  of  the  former  Soviet  Union  and  Russia.  We  are 
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currently  devoting  a  considerable  amount  of  time  and  effort  to  find 
a  solution  to  this  problem. 

With  respect  to  the  GSM-103  program,  it  is  currently  expected 
that  sales  registrations  under  the  program  during  fiscal  year  1993 
will  be  around  $200  million.  This  is  up  significantly  from  fiscal 
year  1991  and  1992,  because  Morocco  has  been  actively  using  the 
program  to  meet  its  wheat  import  needs  this  year.  It  is  uncertain 
at  this  point  whether  Morocco's  wheat  import  requirements  will 
continue  at  this  level  during  fiscal  year  1994. 

Mr.  DuRBiN.  During  the  last  two  years,  what  countries  have  been 
major  recipients  of  GSM-102  and  -103,  and  what  have  been  the  pri- 
mary major  commodities  that  we  have  sold  to  them? 

Secretary  Espy.  I  will  provide  a  table  for  the  record  which  pro- 
vides this  information. 

[The  information  follows:] 
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CCC  SHORT-TERM  CREDIT  GUARANTEE  PROGRAM  (GSM- 102) 

SALES  REGISTERED  FOR  FY  1991  AND  FY  1992 

MAJOR  RECIPIENTS  -  COUNTRY  BY  COMMODITY 

(MILLION  DOLLARS) 


COUNTRY 

COMMODITY 

FY  1991 

FY  1992 

Algeria 

Cotton 

31.60 

1.90 

Algeria 

Dairy  Products 

44.00 

97.00 

Algeria 

Feed  Grains 

124.00 

98.40 

Algeria 

Hides  and  Skins 

1.60 

— 

Algeria 

Leather 

10.50 

— 

Algeria 

Planting  Seeds 

3.20 

16.00 

Algeria 

Protein  Meals 

73.30 

53.50 

Algeria 

Pulses 

28.60 

11.30 

Algeria 

Rice 

3.30 

8.70 

Algeria 

Tallow 

9.60 

13.90 

Algeria 

Veg.  Oil 

34.40 

80.22 

Algeria 

Wheat 

158.00 

141.00 

Algeria 

Wood  Products 

6.30 

17.50 

Algeria 

Wood  Pulp 

- 

13.90 

Algeria 

Wood  Pulp/Wood  Chips 

16.00 

— 

Algeria 

Sub-Total 

544.40 

553.32 

Korea 

Cotton 

194.80 

195.40 

Korea 

Feed  Grains 

54.50 

62.10 

Korea 

Hides  and  Skins 

2.80 

7.80 

Korea 

Oilseeds 

45.00 

44.90 

Korea 

Tallow/Greases 

7.30 

6.10 

Korea 

Wheat 

159.60 

155.00 

Korea 

Wood  Products 

6.50 

6.90 

Korea 

Sub -Total 

470.50 

478.20 

Mexico 

Barley  Malt 

15.60 

8.80 

Mexico 

Corn 

163.50 

71.20 

Mexico 

Corn  Products 

- 

1.20 

Mexico 

Cotton 

- 

20.30 

Mexico 

Eggs,  Table 

2.00 

— 

Mexico 

Feed  Grains 

277.80 

395.70 

Mexico 

Hides  and  Skins 

3.60 

1.50 
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CCC  SHORT-TERM  CREDIT  GUARANTEE  PROGRAM  (GSM -102) 

SALES  REGISTERED  FOR  FY  1991  AND  FY  1992 

MAJOR  RECIPIENTS  -  COUNTRY  BY  COMMODITY 

(MILLION  DOLLARS) 


COUNTRY 

COMMODITY 

FY  1991 

FY  1992 

Mexico 

Meat,  Frozen  and/or  Chil 

30.90 

50.10 

Mexico 

Oilseeds 

337.80 

454.70 

Mexico 

Planting  Seeds 

0.90 

0.40 

Mexico 

Protein  Meals 

84.50 

100.00 

Mexico 

Pulses 

12.70 

0.70 

Mexico 

Rice 

13.70 

22.40 

Mexico 

Table  Eggs 

- 

4.00 

Mexico 

Tallow/Greases 

23.60 

19.50 

Mexico 

Veg.  Oil 

10.00 

24.10 

Mexico 

Wheat 

36.00 

51.60 

Mexico 

Wood  Products 

42.50 

32.80 

Mexico 

Wood  Pulp/Wood  Chips 

45.10 

49.80 

Mexico 

Sub -Total 

1,100.20 

1,308.80 

Pakistan 

Veg.  Oil 

11.70 

_ 

Pakistan 

Wheat 

68.60 

250.00 

Pakistan 

Sub-Total 

80.30 

250.00 

Russia 

Feed  Grains 

_ 

222.52 

Russia 

Protein  Meals 

— 

125.09 

Russia 

Tallow 

- 

28.25 

Russia 

Veg.  Oil 

- 

17.25 

Russia 

Wheat/Wheat  Flour 

— 

250.71 

Russia 

Sub -Total 

- 

643.82 

Former  Soviet  Union 

(CIS) 

Almonds 

— 

4.89 

Former  Soviet  Union 

(CIS) 

Feed  Grains 

- 

498.81 

Former  Soviet  Union 

(CIS) 

Hops 

- 

5.17 

Former  Soviet  Union 

(CIS) 

Meat,  Frozen  Poultry 

- 

17.98 

Former  Soviet  Union 

(CIS) 

Protein  Meals 

- 

310.10 

Former  Soviet  Union 

(CIS) 

Rice 

- 

7.96 

Former  Soviet  Union 

(CIS) 

Soybeans 

- 

122.30 

Former  Soviet  Union 

(CIS) 

Veg.  Oil 

- 

56.77 
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CCC  SHORT-TERM  CREDIT  GUARANTEE  PROGRAM  (GSM- 102) 

SALES  REGISTERED  FOR  FY  1991  AND  FY  1992 

MAJOR  RECIPIENTS  -  COUNTRY  BY  COMMODITY 


(MILLION  DOLLARS) 


COUNTRY 

COMMODITY 

FY  1991 

FY  1992 

Former  Soviet  Union 

(CIS) 

Wheat/Wheat  Flour 

- 

807.96 

Former  Soviet  Union  (CIS) 

Sub-Total 

- 

1,831.94 

Soviet  Union 

Almonds 

8.8Q 

_ 

Soviet  Union 

Feed  Grains 

1,103.20 

- 

Soviet  Union 

Hops 

2.00 

,  - 

Soviet  Union 

Meat,  Frozen  Poultry 

35.30 

- 

Soviet  Union 

Protein  Meals 

381.00 

- 

Soviet  Union 

Soybeans 

123.30 

- 

Soviet  Union 

Soy  Isolates 

5.70 

- 

Soviet  Union 

Wheat/Wheat  Flour 

252.50 

— 

Soviet  Union 

Sub -Total 

1,911.80 

— 

Ukraine 

Feed  Grains 

— 

38.57 

Ukraine 

Rice 

- 

4.96 

Ukraine 

Wheat 

— 

65.49 

Ukraine 

Sub -total 

— 

109.02 

Venezuela 

Feed  Grains 

— 

6.50 

Venezuela 

Oilseeds 

- 

23.20 

Venezuela 

Protein  Meals 

- 

24.60 

Venezuela 

Tallow/Greases 

- 

0.70 

Venezuela 

Wheat 

— 

42.40 

Venezuela 

Snb-ToUl 

- 

97.40 

GRAND  TOTAL 

4,107.20 

5,272.50 

V                  7ftj||jM||«.|- 
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CCC  INTERMEDIATE  CREDIT  GUARANTEE  PROGRAM  (GSM- 103) 

SALES  REGISTERED  FOR  FY  1991  AND  FY  1992 

MAJOR  RECIPIENTS  -  COUNTRY  BY  COMMODITY 

(MILLION  DOLLARS) 


COUNTRY 

COMMODITY 

FY  1991 

FY  1992 

Algeria 

Breeder  Livestock 

0.60 

_ 

Algeria 

Feed  Grains 

21.70 

27.30 

Algeria 

Sub -Total 

22.30 

27.30 

Jordan 

Feed  Grains 

4.00 

_ 

Jordan 

Rice 

10.00 

— 

Jordan 

Wheat 

10.50 

— 

Jordan 

Sub-Total 

24.50 

— 

Morocco 

Feed  Grains 

_ 

1.80 

Morocco 

Wheat 

- 

16.30 

Morocco 

Sub-Total 

- 

18.10 

Tunisia 

Feed  Grains 

2.50 

11.30 

Tunisia 

Wheat 

16.10 

11.50 

Tunisia 

Sub -Total 

18.60 

22.80 

GRAND  TOTAL 

65.40 

68.20 
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EXPORT  CREDIT  VS  EXPORT  SUBSIDY 


Mr.  DuRBiN.  In  the  context  of  GATT,  is  the  GSM-102  and  -103 
program  viewed  as  a  subsidy? 

Secretary  Espy.  Based  on  the  U.S.-EC  agreement  of  November 
1992,  export  credit  programs  would  not  be  viewed  as  export  subsi- 
dies if  they  meet  international  credit  criteria  and  disciplines  which 
are  to  be  determined  in  the  future. 

FRENCH  CREDIT  GUARANTEE 

Mr.  DuRBiN.  At  the  end  of  January,  after  we  suspended  credit 
guarantees  to  Russia,  six  French  banks  signed  a  credit  guarantee 
to  cover  the  purchase  of  2.5  million  tons  of  grain  by  Russia.  Is  this 
a  traditional  market  for  the  French  or  were  they  moving  quickly  to 
fill  a  void  created  by  the  suspension  of  U.S.  credit  guarantees? 

Secretary  Espy.  The  recently  announced  COFACE  credit  pro- 
gram for  sales  of  2.5  million  tons  of  grain  is  a  new  credit  initiative, 
although  this  is  not  the  first  time  COFACE  credit  has  been  made 
available  for  sales  of  French  commodities  of  Russia.  Under  the  pre- 
vious COFACE  program,  the  last  shipment  of  60,000  metric  tons  of 
grain  was  made  in  December  1992.  In  January,  France  received 
partial  payments  on  credit  arrears  in  cash  from  Russia.  These  pay- 
ments were  insufficient  to  make  new  COFACE  credit  operational 
immediately,  but  trade  expectations  in  France  are  high.  The  Euro- 
pean Community  continues  to  express  a  willingness  to  accommo- 
date the  French  COFACE  program  by  preparing  new  export  li- 
censes. If  the  new  COFACE  program  becomes  operational,  the 
French  will  be  in  a  good  position  to  maintain  and  expand  their 
share  of  the  Russian  grain  market. 

MANDATORY  PROGRAMS 

Mr.  DuRBiN.  The  Market  Promotion  Program,  the  Export  En- 
hancement Program,  and  the  credit  cost  of  the  GSM-102  and  -103 
programs  are  all  considered  mandatory  for  budget  purposes.  These 
programs  cost  almost  $2  billion  per  year  but  are  exempt  from  the 
ceiling  on  discretionary  spending.  Do  you  think  it  is  appropriate 
that  programs  such  as  these  should  be  essentially  exempt  from 
spending  ceilings  when  programs  such  as  the  WIC  program  or 
meat  and  poultry  inspection  have  to  compete  for  scarce  resources 
within  the  ceiling  on  discretionary  spending? 

Secretary  Espy.  Whether  appropriate  or  not  the  programs  are 
treated  as  mandatory  spending  because  the  provisions  of  the  Agri- 
cultural Trade  Act  of  1978,  as  amended,  specify  minimum  annual 
levels  for  all  of  these  programs.  Consequently,  the  Department  has 
no  alternative  but  to  make  these  minimum  levels  available.  In  ad- 
dition, all  Commodity  Credit  Corporation  spending  is  categorized  as 
mandatory,  so  the  fact  that  these  programs  are  authorized  to  be 
carried  out  using  the  funds  and  facilities  of  CCC  is  another  reason 
these  programs  are  classified  as  mandatory. 

NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

Mr.  DuRBiN.  Please  describe  for  the  Committee  your  feelings 
with  regard  to  the  North  American  Free  Trade  Agreement. 
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Secretary  Espy.  On  balance,  the  North  American  Free  Trade 
Agreement — NAFTA — is  a  good  agreement  for  U.S.  agriculture.  At 
the  end  of  the  transition  period,  U.S.  g^cultural  exports  to 
Mexico  will  be  $2.0  billion  to  $2.5  billion  higher  than  without  the 
NAFTA.  Larger  exports  mean  U.S.  farmers  can  utilize  more  of 
their  productive  capacity,  and  they  also  translate  into  greater  eco- 
nomic activity  and  jobs. 

Mr.  DuRBiN.  Do  you  feel  any  modifications  to  the  Agreement  are 
necessary? 

Secretary  Espy.  The  President  has  stated  that  he  wants  to  negoti- 
ate supplemental  side  agreements  to  the  NAFTA  on  labor,  the  en- 
vironment, and  import  surges.  He  has  edso  stated  that  he  does  not 
want  to  reopen  the  NAFTA  text;  that  is,  these  side  agreements  will 
supplement  but  not  alter  the  text  as  currently  negotiated.  There- 
fore, we  do  not  anticipate  modifications  to  the  NAFTA  accord 
itself. 

Mr.  DuRBiN.  To  what  extent  are  you  concerned  that  U.S.  sigri- 
businesses  may  move  their  operations  to  Mexico  to  take  advantage  of 
lower  wage  rates? 

Secretary  Espy,  Wages  are  only  one  component  of  a  business's 
costs,  and  some  U.S.  businesses,  especially  those  that  are  labor  in- 
tensive, have  moved  their  operations  to  Mexico.  This  development 
has  occurred  in  the  absence  of  a  free  trade  agreement.  Given  that 
the  long-term  effect  of  the  NAFTA  will  be  to  raise  Mexican  wages 
relative  to  U.S.  wages,  the  incentive  for  U.S.  companies  to  move  to 
Mexico  should  decrease  over  time.  Rather  than  encouraging  U.S. 
operations  to  move  to  Mexico,  the  NAFTA  is  intended  to  encourage 
additional  U.S.  exports  to  Mexico. 

Mr.  DuRBiN.  What  role  will  the  Department  play  in  assuring 
that,  £is  agricultural  imports  from  Mexico  increase,  those  imports 
are  held  to  the  same  environmental  standards  as  U.S.  products  or 
commodities? 

Secretary  Espy.  Although  the  NAFTA  will  likely  result  in  some 
increase  in  Mexican  agricultural  exports  to  the  United  States,  such 
incresises  are  expected  to  be  gradual  and  in  line  with  the  phase-out 
of  U.S.  border  restrictions.  R^ardless  of  the  volume  of  imports,  the 
USDA  and  other  government  agencies  involved  in  enforcing  U.S. 
standards  on  plant,  animal,  and  human  health  and  safety  will 
maintain  the  integrity  of  U.S.  standards.  There  will  be  no  relax- 
ation of  U.S.  standardis  on  Mexican  agricultural  imports  as  a  result 
of  the  NAFTA.  We  maintain  the  right  to  prohibit  imports  that  do 
not  meet  U.S.  standards.  In  fact,  the  NAFTA  could  enhance  coop- 
eration on  environmentsd  protection  and  conservation  as  a  result  of 
new  long-term  programs  that  will  be  established  under  the 
NAFTA. 

CCC  CREDIT  GUARANTEES  TO  POLAND 

Mr.  DuRBiN.  CCC  assumed  approximately  $2  billion  in  loans  on 
which  the  Communist  Government  of  Poland  had  defaulted.  Po- 
land's debt  has  been  rescheduled  through  a  multilateral  agreement 
which  calls  for  a  reduction  in  that  debt  of  over  $1.3  billion,  includ- 
ing possibly  $500  million  in  direct  export  credit  and  $800  million  in 
export  credit  guarantee  debt.  If  credit  guarantees  to  Russia  and  the 
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Republics  are  resumed  because  their  debt  has  been  rescheduled, 
would  it  be  your  plans  to  also  resume  credit  guarantees  to  Poland? 
Secretary  Espy.  At  the  present  time,  we  have  no  plans  to  resume 
making  CCC  export  credit  guarantees  available  to  facilitate  sales  of 
U.S.  agricultural  commodities  to  Poland. 

ST.  PETERSBURG  MODEL  FARM 

Mr.  DuRBiN.  For  over  a  year  now,  the  Department  has  been  in- 
volved in  a  model  farm  outside  of  St.  Petersburg,  Russia.  What  is 
the  current  status  of  this  farm  and  what  plans  do  you  have  for  the 
future  of  the  farm? 

Secretary  Espy.  An  878  hectare  plot  of  land  in  the  Volkov  Region 
of  the  Leningrad  Oblast  has  been  chosen  as  the  site  for  the  model 
farm  community.  The  site  has  been  divided  into  21  demonstration 
farms  ranging  in  size  from  25  to  65  hectares  to  be  owned  and  oper- 
ated by  21  Russian  farmers  who  will  work  with  two  American  farm 
families.  Twenty-one  Russian  individuals  have  been  selected  to  op- 
erate the  model  farms. 

The  two  American  farm  families  chosen  to  work  in  the  St.  Pe- 
tersburg model  farm  community  have  recently  arrived  in  the  St. 
Petersburg  area.  Also,  a  professor  of  soil  and  water  science  from 
the  University  of  Arizona  College  of  Agriculture  has  recently  been 
selected  to  be  the  in-country  coordinator  of  the  model  farm  commu- 
nity. He  will  serve  as  a  liaison  with  the  government  of  the  City  of 
St.  Petersburg  and  several  other  Russian  organizations  which  are 
cooperating  in  carrying  out  the  project.  Political  support  for  the 
project  has  remained  extremely  high  in  Russia,  and  the  Russian 
Government  has  agreed  to  finance  the  roads,  electricity,  and  hous- 
ing for  the  model  farm. 

Mr.  DuRBiN.  This  farm  is  supported  with  CCC  funds,  as  author- 
ized by  section  1542(d)  of  the  1990  FACT  Act.  What  is  the  annual 
cost  of  the  St.  Petersburg  model  farm? 

Secretary  Espy.  For  fiscal  year  1992,  $1.4  million  was  allocated 
for  the  model  farm  project,  and  an  additional  $1.0  million  has  been 
allocated  for  fiscal  year  1993.  Because  the  program  is  just  getting 
underway,  only  about  $600,000  has  actually  been  spent  on  the 
project  to  date. 

Mr.  DuRBiN.  What  agencies  within  the  Department  are  involved 
with  this  project  and  what  is  the  cost  to  each  agency? 

Secretary  Espy.  The  model  farm  project  is  being  coordinated  by 
the  Extension  Service  and  the  amounts  discussed  in  answer  to  your 
previous  question  have  been  allocated  to  the  Extension  Service. 
These  amounts  include  the  costs  to  the  Extension  Service  of  admin- 
istering the  project. 

The  program  of  sharing  U.S.  agricultural  expertise  with  emerg- 
ing democracies,  of  which  the  Russian  model  farm  is  one  compo- 
nent, is  being  administered  by  the  Foreign  Agricultural  Service. 
The  costs  to  FAS  of  administering  the  program  are  being  met 
through  the  agency's  appropriated  funding. 

Mr.  DuRBiN.  Section  1542(d)  also  authorizes  the  sharing  of  U.S. 
agricultural  expertise  with  emerging  democracies  and  requires  that 
such  activities  be  carried  out  in  at  least  three  countries  per  year. 
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What  is  being  done  in  this  regard  in  fiscal  years  1992,  1993,  and 
1994? 

Secretary  Espy.  We  are  carrying  out  a  variety  of  technical  assist- 
ance activities  in  the  emerging  democracies  under  this  authority. 
These  activities  have  been  developed  in  consultation  with  our  for- 
eign agricultural  affairs  officers  responsible  for  the  target  coun- 
tries, experts  in  a  number  of  different  agencies  of  the  Department, 
and  various  private  sector  experts.  I  will  provide  for  the  record  a 
list  of  the  technical  assistance  activities  for  each  country  during 
fiscal  year  1992  and  1993.  The  specific  allocations  for  fiscal  year 
1994  have  not  yet  been  made  and  will  not  be  for  several  months. 
Nevertheless,  it  is  safe  to  assume  that  the  types  of  activities  that 
have  been  carried  out  over  the  last  two  years  are  likely  to  contin- 
ue. 

[The  information  follows:] 
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EMERGING  DEMOCRACIES  PROGRAM 
FT  1992  Budget/Obligations  and  Expenditures 


As  of  30  October  1992 


NICASAGDA          Total  Budget 

S    120,000 

Activities 

Obligated 

Country 

Total 

OICD  Reimbursable/Training 

S   108,857 

Follou  up  Team 

S    11,00a 

S   119, 

861 

BULGARIA           Total  Budget 

S  1,270,000 

Activities 

Obligated 

Country 

Total 

Assessment  Team 

S    73,694 

ERS  Reimbursable/Policy  Advisor 

S   335,000 

OICD  Reimbursable/Training 

S   250,000 

AMS  Reimbursable/FiV,  Mkt  News 

S   400,000 

OICD  Reimbursable/Training 

$   209,895 

S  1,268, 

,589 

CZECHOSLOVAKIA     Total  Budget 

S   740,000 

Activities 

Obligated 

Country 

Total 

Iowa  State/Training 

S    24,260 

OICD  Reimbursable/Training 

S   457,241 

OICD  Reimbursable/Training 

S   166,523 

Amdahl  Contract 

S    13,889 

Assessment  and  Follou  up 

$    54,345 

Uholesale  Markets 

S    13,065 

S   729 

,323 
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RUSSIA 


Total  Budget 


$  2,600,000 


Activities 


Obligated 


Country  Total 


ES  Reinbursable/Amenia,  St.F  $  100,000 

AHS  Reinbursable/Vholesale  Hkt  $  54,000 

AHS  Reinbursable/Vholesale  Hkt  $  420,000 

ES  Reimbursable/Model  Farm  S  1,370,000 

ES  Reimbursable/Policy  Advisor  $  370,000 

tfholesale  Markets  Activities  S  252,797 

Far  East  $  220 


S  2,567,017 


CIS 


Total  Budget 


S  3,400,000 


Activities 


Obligated 


Country  Total 


OICD  Reimbursable/Training  S  1,500,000 

OICD  Reimbursable/Training  $  963,000 

OICD  Reimbursable/Grain  Training  S  500,000 

OICD  Reimbursable/Policy  Advisor  S  200,000 

OICD  Reimbursable/LEP  S  100,000 

Loaned  Exec  Frograni  Team  $  73,450 

Travel  Activities  S  2,000 


S  3,338,450 


BALTICS 


Total  Budget 


605,000 


Activities 


Obligated 


Country  Total 


OICD  Reimbursable/Assessment      $   305,000 
OICD  Reimbursable/Poultry         S   298,577 


$   603,577 
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POLAND            Total  Budget 

S 

415,000 

Activities 

Obligated 

Country 

Total 

AHS  Reimbursable/Wholesale  Hkt 
ES  Reimbursable/Business  Flans 

S 

S 

113,000 
302,000 

S   415, 

,000 

HUNGABT            Total  Budget 

S 

330,000 

Activities 

Obi 

igated 

Country 

Total 

Contract/Experience.  Inc. 
Travel  Activities 

S 

s 

324,918 
2,129 

S   327, 

,047 

GENERAL            Total  Budget 

s 

520,000 

Activities 

Obligated 

Country 

Total 

OICD  Reimbursable/Training 

(Eastern  Europe) 
Advisory  Committee 
Publications 

S 

s 
s 

500,000 

7,928 
2,891 

S   510 

,819 

TOTALS 


Nicaragua 

S   120,000 

s 

119,861 

Bulgaria 

S  1,270,000 

s 

1,268,589 

Czechoslovakia 

S   740,000 

s 

729,323 

Russia 

S  2,600,000 

$ 

2,567,017 

CIS 

$  3,400,000 

s 

3,338,450 

Baltics 

S   605,000 

$ 

603,577 

Poland 

S   415,000 

s 

415,000 

Hungary 

S   330,000 

s 

327,047 

General 

S   520,000 

s 
s 

510,819 

$10,000,000 

9,879,683 
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EMERGING  DEHOCRACIES  PROGRAM 
Tentative  FY  1993  ProRram  Budget 


EASTEBN  EUROPE 

Baltics 

Feed:   Dairy 
Estonia 
Latvia 
Lithuania 

Czechoslovakia 

Wholesale  markets/fruits  and  vegetables 

Czech  Republic 

Slovak  Republic 
Joint  ventures/processed  foods 
Hanagement  -  trading,  dairy  companies 
Agribusiness  investment,  trade  assessment 


Poland 


Wholesale  markets 


FORMER  SOVIET  UNION 


S  lOOK 
S  lOOK 
S   lOOK 


S   500K 
S   500K 


Technical  Assistance 

Wholesale  markets  -  Russia,  Ukraine,  Kazakhstan 
Model  farm  -  Russia 
Loaned  executives  and  training 
Training/approved  technical  assistance  projects 
Model  farm  -  Tatarstan  (Texas  A  &  H  University) 

Trade/Investment 

Russian  Far  East  -  Agribusiness  investment,  trade  assessment 

NEB  INITIATIVES/ASSESSHENTS  TO  OTHER  REGIONS 


300,000 


S  1,000,000 


S  300,000 
$  100,000 
S   400,000 


50,000 


S  750,000 
S  1,000,000 
S  1,500,000 
S  1,000,000 
$   300,000 


350,000 


El  Salvador 

Agricultural  Assessment 


S   200,000 


ADVISORY  COMHITTEE 

Committee,  Sub-committee  Meetings 

TOTAL  TO  DATE 


$    50,000 
$  7,300,000 
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YEARBOOK  OF  AGRICULTURE 


Mr.  DuRBiN.  The  Yearbook  of  Agriculture  is  required  by  law  to 
be  designed  so  as  to  advise  and  instruct  farmers.  What  will  you  do 
to  assure  that  this  is  a  book  designed  to  do  just  that,  advise  and 
instruct  farmers,  and  what  is  planned  to  be  its  next  topic? 

Secretary  Espy.  I  have  made  my  commitment  to  providing  qual- 
ity programs  and  services  to  farmers,  ranchers,  and  consumers 
clear  to  managers  and  employees  throughout  the  Department.  The 
Office  of  Public  Affairs  has  a  particular  charge  to  be  fully  respon- 
sive to  the  needs  of  the  communities  we  serve.  I  will  direct  the  staff 
to  pay  particular  attention  to  the  Yearbook  in  meeting  these  goals. 
Further,  I  will  review  their  efforts  and  personally  select  the  topic 
for  the  1994  Yearbook. 

Recent  Yearbooks  have  emphasized  information  to  help  farmers 
compete  in  today's  highly  competitive  market  environment — for  ex- 
ample, new  industrial  crops,  marketing,  farm  management,  and 
the  environment.  The  1993  Yearbook  of  Agriculture  will  deal  with 
nutrition  and  will  indicate  trends  in  demands  for  various  foods. 

Mr.  DuRBiN.  Have  any  studies  been  conducted  in  recent  years  to 
determine  the  extent  to  which  farmers  use  the  Yearbook? 

Secretary  Espy.  I  am  not  aware  of  any  such  studies. 

Mr.  DuRBiN.  What  is  the  total  cost  to  prepare  and  print  the 
Yearbook  and  what  is  the  cost  per  copy? 

Secretary  Espy.  The  total  estimated  cost  to  prepare  and  print  in 
the  1993  Yearbook  is  $450,000.  The  cost  per  copy  is  $3.20. 

Mr.  DuRBiN.  How  many  of  these  books  were  sold  in  each  of  the 
past  10  years  and  what  was  the  sales  price  per  copy? 

Secretary  Espy.  I  will  be  happy  to  provide  that  for  the  record. 

[The  information  follows:] 

GPO  sales  and  prices  for  the  past  10  yearbooks 

1982  Food  from  Farm  to  Table  ($12.00)  5,916 

1983  Using  Our  National  Resources  ($7.00)  5,501 

1984  Animal  Health— Livestock  and  Pets  ($10.00)  8,799 

1985  U.S.  Agriculture  in  a  Global  Economy  ($10.00)  4,481 

1986  Research  for  Tomorrow  ($9.50)  4  196 

1987  Our  American  Land  ($9.50)  3845 

1988  Marketing  U.S.  Agriculture  (9.50)  4421 

1989  Farm  Management  ($10.00)  4,625 

1990  Americans  in  Agriculture  ($10.00)  3,114 

1991  Agriculture  and  the  Environment  ($12.00)  2,301 

Mr.  DuRBiN.  We  see  that  the  number  of  books  sold  in  1984  was 
almost  twice  as  many  as  other  years.  Can  you  explain  why? 

Secretary  Espy.  The  1984  Yearbook,  Animal  Health— Livestock 
and  Pets,  was  popular  with  a  broad  readership,  including  veterinar- 
ians, pet  owners,  and  farmers  involved  in  animal  husbandry.  In  ad- 
dition, this  book  was  promoted  heavily. 

DELANEY  CLAUSE 

Mr.  DuRBiN.  A  number  of  individuals  have  called  for  amending 
the  Delaney  Clause.  In  fact,  President  Bush's  fiscal  year  1992 
budget  stated  that  legislation  would  be  submitted  to  Congress  to 
modernize  the  Delaney  Clause.  What  is  your  position  with  regard 
to  changing  the  Delaney  Clause? 
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Secretary  Espy.  I  am  very  concerned  that  agriculture  is  provided 
with  safe  and  effective  chemicals  to  assist  production.  At  this  time 
the  Clinton  Administration  is  reviewing  what  steps  need  to  be 
taken  to  permit  greater  availability  of  safer  agricultural  chemicals. 
We  have  not  decided  upon  a  specific  course  of  action  to  take. 

OPTIONS  PILOT  PROGRAM 

Mr.  DuRBiN.  The  1990  Farm  Bill  authorized  a  pilot  program  for 
options  trading  for  farmers.  The  Technical  Corrections  Bill,  which 
passed  in  1991,  directed  USDA  to  take  the  funds  directly  from 
other  sources.  We  understand  that  the  implementation  of  the  pro- 
gram has  run  into  some  tax  problems.  Are  you  going  forward  with 
the  options  pilot  program,  and  have  you  finalized  the  rules  that 
apply  to  it? 

Secretary  Espy.  We  hope  we  will  be  able  to  resolve  problems  con- 
cerning tax  treatment  of  losses  incurred  in  futures  trading,  and  we 
are  going  forward  with  the  Options  Pilot  Program.  Rules  for  the 
pilot  program  to  be  published  in  the  Federal  Register  are  in  final 
clearance,  and  signup  for  the  Options  Pilot  Program  should  coincide 
with  the  start  of  signup  for  the  commodity  programs  on  March  1, 
1993. 

Mr.  DuRBiN.  Would  you  tell  us  which  counties  and  states  will 
have  a  program  and  which  crops  will  apply? 

Secretary  Espy.  Certainly.  Corn  producers  in  three  counties  each 
in  Illinois,  Indiana  and  Iowa,  and  wheat  and  soybean  producers  in 
the  same  three  Illinois  counties  will  be  eligible  to  participate.  The 
Illinois  counties  are  Champaign,  Logan  and  Shelby;  in  Indiana, 
Carroll,  Clinton  and  Tippecanoe;  and  in  Iowa,  Boone,  Grundy  and 
Hardin. 

Mr.  DuRBiN.  What  is  the  total  cost  of  this  program? 

Secretary  Espy.  Budget  estimates  for  fiscal  year  1994  assume  out- 
lays of  $16.1  million  for  the  Options  Pilot  Program  in  1993.  These 
costs  included  $13.0  million  in  premium  cost,  $2.7  million  in  incen- 
tive pajnnents,  $0.4  million  in  delivery  and  administrative  ex- 
penses. An  additional  $0.1  million  in  administrative  costs  for  the 
1993  program  would  be  obligated  in  1994.  However,  the  premiums 
paid  to  farmers  to  purchase  trading  options  which  would  lock  in 
gains  equivalent  to  deficiency  payments  would  over  time  be  equiva- 
lent to  the  deficiency  payments.  Thus,  the  net  cost  of  the  program 
would  equal  the  cost  of  the  incentive  payments  and  program  ad- 
ministration. 

Mr.  DuRBiN.  This  project  is  authorized  to  go  through  fiscal  year 
1995.  What  do  you  anticipate  the  total  cost  of  this  program  to  be? 

Secretary  Espy.  The  budget  does  not  include  costs  of  extending 
the  1993  pilot  program  to  the  1994  and  1995  crops.  The  cost  of  the 
1993  pilot  program  is  estimated  to  total  $16.1  million  in  fiscal  year 
1993  and  $0.1  million  in  fiscal  year  1994.  As  mentioned  above  after 
adjustment  for  savings  in  deficiency  payments,  the  net  cost  of  the 
pilot  program  would  be  about  $3.1  million  in  1993  and  $0.1  million 
in  1994. 
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RESOURCE  CONSERVATION  AND  DEVELOPMENT 

Mr.  DuRBiN.  The  Resource  Conservation  and  Development 
Program  is  considered  one  of  the  better  rural  development  pro- 
grams. Funds  provided  by  the  Soil  Conservation  Service  for  this 
program  are  leveraged  against  local  funds  sometimes  as  much  as 
30  to  1.  Do  you  have  any  plans  to  move  this  program  to  the  Rural 
Development  Administration? 

Secretary  Espy.  Proposals  for  the  Rural  Development  Adminis- 
tration are  still  being  developed  and  moving  the  Resource  Conser- 
vation and  Development  Program  to  this  new  agency  will  certainly 
be  considered. 

Mr.  DuRBiN.  In  light  of  your  efforts  to  expand  rural  develop- 
ment, do  you  expect  to  expand  the  use  of  RC&D's? 

Secretary  Espy.  At  this  time,  we  do  not  anticipate  adding  to  the 
number  of  authorized  RC&D  areas  in  1994.  However,  we  may  con- 
sider expanding  the  size  of  some  of  the  currently  authorized  areas 
within  available  funds. 

CONSERVATION  PROGRAMS 

Mr.  DuRBiN.  Mr.  Secretary,  for  years  this  Committee  and  Con- 
gress has  supported  the  conservation  programs,  both  those  under 
the  Soil  Conservation  Service  and  those  under  the  Agricultural 
Stabilization  and  Conservation  Service.  Since  the  passage  of  the 
1985  Farm  Bill  requiring  conservation  compliance  for  farmers  to 
participate  in  USDA  programs,  the  Department's  ability  to  provide 
technical  assistance  to  farmers  has  been  of  utmost  importance. 
While  most  conservation  compliance  plans  have  been  completed  by 
the  Soil  Conservation  Service,  implementation  of  those  plans  is  far 
from  done.  We  continue  to  hear  from  states  that  farmers  are 
unable  to  get  technical  assistance  in  a  timely  fashion  and,  in  some 
cases,  implementation  of  farm  plans  is  extremely  expensive  be- 
cause of  the  type  of  practice  required  to  be  in  compliance.  How  will 
your  proposed  single  Farm  Service  Agency  impact  the  Soil  Conserva- 
tion Service? 

Secretary  Espy.  We  intend  for  the  proposed  Farm  Service  Agency 
to  have  a  significant  positive  impact  on  how  USDA  conservation 
programs  are  carried  out.  The  purpose  of  creating  a  single  Farm 
Service  Agency  would  be  to  reduce  administrative  and  overhead 
costs,  increase  productivity,  streamline  agency  operations,  and  im- 
prove delivery  of  services  to  farmers. 

Mr.  DuRBiN.  What  can  you  do  to  ensure  SCS's  ability  to  assist 
farmers  in  implementing  conservation  compliance? 

Secretary  Espy.  As  an  advocate  of  conservation  compliance,  I  will 
see  to  it  that  the  implementation  of  conservation  compliance  plans 
will  continue  to  be  a  high  priority  activity  within  the  Department. 
Regardless  of  how  a  new  Farm  Service  Agency  is  structured,  field 
office  staff  will  continue  to  provide  the  technical  assistance  needed 
by  farmers  to  install  their  conservation  plans.  We  do  not  want  any 
farmer  or  rancher  to  have  their  USDA  program  benefits  jeopard- 
ized because  this  assistance  was  not  available. 

Mr.  DuRBiN.  Many  feel  that  conservation  mesisures  are  best  done 
when  the  farmer  wants  to  do  them  rather  than  being  forced  to  do 
them.  We  continue  to  hear  that  farmers  would  like  to  do  additional 
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conservation  practices  but  are  unable  to  get  technical  assistance  on 
routine  things  because  SCS  is  completely  tied  up  doing  compliance 
work.  The  last  three  years,  the  Committee  has  provided  report  lan- 
guage directing  that  SCS  return  to  its  basics  of  providing  technical 
assistance  for  the  farmers  who  need  it  and  want  it.  Tell  us  how 
your  budget  request  for  Conservation  Operations  will  address  these 
two  issues. 

Secretary  Espy.  We  agree  that  it  is  desirable  for  farmers  to  in- 
stall conservation  measures  voluntarily  rather  than  force  the  meas- 
ures on  them.  However,  we  are  required  to  implement  the  conser- 
vation compliance  provisions  of  the  1985  and  1990  Farm  Bills. 
About  half  of  the  States  currently  have  a  conservation  compliance 
workload  that  exceeds  the  number  of  staff  available  to  provide  the 
technical  assistance  to  implement  farmers'  conservation  plans.  For 
this  reason,  it  is  difficult  to  provide  anything  but  Farm  Bill  work 
in  these  States.  However,  the  other  States  can  and  do  provide  a 
great  deal  of  the  basic  technical  assistance  for  farmers  who  want  to 
improve  their  operations.  We  believe  that  the  situation  should  ease 
after  farmers  have  completed  the  installation  of  their  conservation 
plans  which  must  be  fully  implemented  by  December  31,  1994. 

SUPPLEMENTAL  FOOD  PROGRAM  FOR  WOMEN,  INFANTS,  AND  CHILDREN 

(WIG) 

Mr.  DuRBiN.  Mr.  Secretary,  during  last  year's  hearing  we  dis- 
cussed with  then  Secretary  Madigan  WIC  participation  and  he  pro- 
vided us  with  a  table  showing  the  WIC  eligibility  and  participation 
rate  estimates  for  1990.  Would  you  please  update  this  table  for  us? 

Secretary  Espy.  Yes.  I  will  submit  such  a  table  for  the  record. 

[The  table  requested  follows:] 

1QQ1  1990 

eligible      >'^ir  '8e        ^I'^'bl^      ^rtic         '8" 

(000)         a        (p«^        (000)         S        g 

Pregnant  woman 

Postpartum  &  breastfeeding 

Infants 

Ctiildren 

Total 8,630        5,054        60        8,178        4,548         55 


WIG  ELIGIBLES  STATE  BY  STATE 

Mr.  DuRBiN.  Former  Secretary  Madigan  also  told  us  that  when 
census  data  became  available,  FNS  would  be  able  to  provide  the 
number  of  WIC  eligibles  by  state  as  well  as  national  estimates.  Is 
this  data  available? 

Secretary  Espy.  The  Census  data  has  been  made  available  to 
USDA  and  we  are  working  to  provide  States  with  the  number  of 
income  eligible  persons  by  county  as  required  by  statute.  We  expect 
to  complete  the  work  by  Spring  1993. 
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WIC  FULL  FUNDING  TIME  TABLE 

Mr.  DuRBiN.  The  President's  economic  stimulus  request  includes 
$75  million  for  WIC  as  a  down  payment  on  the  long-term  plan  to 
provide  full  funding  by  1996.  Provide  the  Committee  with  a  time 
frame,  including  funding  levels,  to  achieve  full  participation  and 
keep  program  integrity  without  overloading  the  system. 

Secretary  Espy.  Full  funding  for  WIC  is  an  important  investment 
in  our  Nation's  future.  As  you  have  indicated,  to  begin  working  to- 
wards full  funding  in  1996,  we  have  already  asked  Congress  for  $75 
million  in  supplemental  funding  for  WIC  in  fiscal  year  1993, 
enough  to  add  300,000  new  participants  to  the  Program.  In  addi- 
tion, we  are  asking  for  a  $350  million  increase  in  fiscal  year  1994, 
for  a  total  funding  request  of  $3.3  billion.  For  fiscal  years  1995  and 
1996,  we  currently  estimate  need  at  $3.6  billion  and  $3.9,  respective- 
ly. Obviously,  increases  of  this  magnitude  will  have  to  be  moni- 
tored closely  because  they  will  place  great  pressure  on  the  States  to 
build  infrastructure  and  accommodate  new  participants  in  an  or- 
derly fashion.  We  will  continue  to  work  with  States  to  assure  that 
local  WIC  £igencies  are  able  to  increase  the  number  of  persons 
served  while  at  the  same  time  maintaining  the  quality  of  services 
to  participants  and  overall  program  integrity. 

FOOD  SAFETY  AND  INSPECTION  SERVICE 

Mr.  DuRBiN.  The  President's  fiscal  year  1994  proposal  includes 
an  additional  $18  million  to  continue  efforts  to  fully  staff  the  meat 
and  poultry  inspection  program.  How  many  additional  inspectors 
will  $18  million  provide  and  how  many  and  at  what  cost  will  be  re- 
quired to  fully  staff  the  program? 

Secretary  Espy.  The  1994  proposal  includes  $10  million  to  contin- 
ue efforts  to  fully  staff  the  meat  and  poultry  inspection  program. 
This  includes  $8  million  to  annualize  the  cost  of  the  160  inspectors 
in  President  Clinton's  economic  stimulus  package,  and  $2  million 
to  hire  and  train  an  additional  40  inspectors  in  1994.  The  remain- 
ing $8  million  will  be  devoted  to  conducting  scientific  investigations 
and  studying  methods  for  improving  meat  and  poultry  inspection 
systems. 

Mr.  DuRBiN.  A  USDA  inspector  is  on  record  as  sa5dng  that  more 
food  poisonings  will  occur  as  a  result  of  imported  meat  coming 
through  Canada  under  the  U.S.-Canada  Free  Trade  Agreement. 
How  do  you  answer  these  charges? 

Secretary  Espy.  Meat  coming  through  Canada  to  the  United 
States  is  subject  to  Canadian  import  and  domestic  inspection  and 
then  subject  to  our  import  inspection.  Moreover,  since  a  majority  of 
product  from  Canada  is  further  processed  in  the  United  States,  the 
meat  is  subject  to  our  domestic  processing  inspection.  It  is  highly 
unlikely,  therefore,  that  more  food  poisoning  will  occur  as  a  result 
of  imported  meat  coming  through  Canada  under  the  U.S.-Canada 
Free  'Trade  Agreement. 

Mr.  DuRBiN.  Describe  for  the  Committee  the  meat  inspection 
process  as  it  relates  to  the  Free  Trade  Agreement  and  the  impact  it 
has  had  on  imports. 

Secretary  Espy.  The  U.S.-Canada  Free  Trade  Agreement  does  not 
prescribe  inspection  procedures  and  it  does  not  supersede  our  meat 
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and  poultry  inspection  laws.  Under  our  meat  and  poultry  inspec- 
tion laws,  we  have  determined  Canada  to  have  a  system  of  inspec- 
tion at  least  equal  to  ours  and  have  permitted  Canada  to  export 
production  to  the  United  States.  Meat  entering  the  United  States 
from  Canada  is  subject  to  import  inspection  and,  if  used  in  further 
processing,  is  subject  to  domestic  processing  inspection. 

Mr.  DuRBiN.  Is  a  similar  plan  being  considered  under  NAFTA? 

Secretary  Espy.  The  North  American  Free  Trade  Agreement 
would  be  similar  to  the  U.S.-Canada  Free  Trade  Agreement  in  that 
it  would  not  prescribe  inspection  procedures  and  would  not  super- 
sede our  meat  and  poultry  inspection  laws.  Meat  and  poultry  prod- 
ucts entering  the  U.S.  from  Mexico  would  be  subject  to  import  in- 
spection and,  if  used  in  further  processing,  subject  to  domestic  proc- 
essing inspection. 

Mr.  DuRBiN.  The  Atlanta  Journal  has  reported  that  you  are  look- 
ing into  the  use  of  a  new  test  developed  by  a  University  of  Georgia 
scientist  to  detect  E.  coli  in  milk  and  meat.  What  is  this  test  and 
does  it  show  promise? 

Secretary  Espy.  The  test  is  an  Enzyme  Linked  Immunosorbant 
Assay  (ELISA)  test  for  E.  coli.  This  test  shows  promise,  because 
currently  available  tests  are  not  as  specific. 

USER  FEES 

Mr.  DuRBiN.  Mr.  Secretary,  you  have  indicated  that  the  budget 
will  not  contain  any  gimmicks.  While  we  have  no  specifics  on  your 
proposals,  we  do  note  from  what  information  we  do  have  that  you 
propose  user  fees  for  several  agencies  of  USDA,  such  as  the  Agri- 
cultural Marketing  Service,  the  Federal  Grain  Inspection  Service, 
and  the  Agricultural  Cooperative  Service.  User  fees  have  been  pro- 
posed off  and  on  for  the  past  12  years.  Do  you  have  any  indication 
that  they  will  be  better  received  in  Congress  than  they  have  in  the 
past? 

Secretary  Espy.  Yes,  we  do  expect  them  to  be  better  received 
largely  because  the  expansion  of  user  fees  are  included  as  a  part  of 
the  comprehensive  package  to  reduce  the  deficit. 

Mr.  DuRBiN.  For  the  last  several  years,  the  President's  budget  re- 
quests have  proposed  a  number  of  new  user  fees  as  a  means  of  re- 
ducing Federal  spending.  What  is  your  position  with  respect  to  user 
fees  and  do  you  anticipate  requesting  them?  What  would  be  some 
examples  of  user  fees  that  you  would  consider  to  be  appropriate? 

Secretary  Espy.  The  concept  of  user  fees  is  that  taxpayers  should 
not  subsidize  a  service  which  provides  direct  benefits  to  identifiable 
users.  We  will  make  specific  requests  in  the  1994  budget.  An  exam- 
ple of  such  services  includes  the  fees  for  weighing  and  inspecting  of 
grain  and  overtime  for  meat  and  poultry  inspection. 

Mr.  DuRBiN.  President  Clinton's  economic  stimulus  package  in- 
cludes a  savings  of  $14  million  in  1994  from  expansion  of  user  fees. 
Specifically,  how  will  this  savings  occur? 

Secretary  Espy.  In  the  President's  "A  Vision  of  Change  for 
America,"  the  savings  will  occur  as  the  Federal  Grain  Inspection 
Service,  Agricultural  Marketing  Service,  and  Agricultural  Coopera- 
tive Service  recover  costs  for  Federal  services  being  provided  to 
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specific  users  of  commodity  standards  and  for  cooperative  technical 
assistance. 

CROP  INSURANCE 

Mr.  DuRBiN.  Of  great  interest  to  all  of  us  who  serve  rural  dis- 
tricts is  the  creation  of  a  single  Farm  Agency  proposed  by  you  and 
the  Administration.  You  state  that  the  agency  would  include  the 
Agricultural  Stabilization  and  Conservation  Service,  the  Soil  Con- 
servation Service,  the  Federal  Crop  Insurance  Corporation,  and  the 
Farmers  Home  Administration.  Let  us  focus  on  one  piece  of  that 
for  right  now  and  that  is  the  Federal  Crop  Insurance  Corporation. 
As  you  are  probably  aware,  this  Committee  has  over  the  years  indi- 
cated its  interest  in  letting  the  ASCS  offices  sell  crop  insurance. 
The  theory  being  that  almost  all  farmers  have  to  visit  ASCS  offices 
at  sometime  and  there  doesn't  seem  to  be  any  reason  why  you 
couldn't  allow  an  employee  within  the  ASCS  office  to  be  dedicated 
to  the  sales  and  service  of  crop  insurance  and  in  many,  but  prob- 
ably not  all  counties,  be  the  sole  seller  of  crop  insurance.  This 
would  eliminate  farmers  having  to  deal  with  private  insurance 
agents  and  eliminate  the  Federal  Government  from  having  to  pay 
33-34  percent  of  premiums  as  commissions  to  provide  insurance 
agents,  thereby  saving  those  funds.  Additionally,  the  GAO  and  the 
IG  have,  for  years,  criticized  the  loss  adjustment  responsibilities 
and  activities  of  private  insurance  companies  and  this  would  bring 
back  loss  adjustment  into  the  Federal  fold,  hopefully,  providing  sig- 
nificantly more  savings  in  that  area  also.  As  part  of  your  reorgani- 
zation, have  you  considered  the  Committee's  suggestions  and  taken 
any  of  those  ideas  into  consideration? 

Secretary  Espy.  Yes,  Mr.  Chairman,  we  have  considered  those 
proposals,  as  well  as  others.  The  area-wide  coverage  concept,  for  ex- 
ample, could  be  delivered  by  either  the  private  insurance  system  or 
the  ASCS  offices.  A  primary  advantage  of  the  area-wide  concept  is 
that  it  would  eliminate  individual  loss  adjustment. 

LOW  PRIORITY  AGRICULTURAL  RESEARCH 

Mr.  DuRBiN.  You  have  stated  that  one  way  to  reduce  the  budget 
is  to  eliminate  low  priority  agricultural  research.  It  appears  that 
the  definition  of  low  priority  means  any  special  grant  provided  by 
Congress.  Over  the  years,  the  area  of  aflatoxin  in  corn,  cotton,  and 
peanuts  has  been  of  significant  concern  to  those  growers.  In  my 
home  state  of  Illinois,  certainly  aflatoxin  has  serious  potential  for 
damaging  the  incomes  of  my  producers.  As  you  may  be  aware, 
there  are  special  grants  that  target  aflatoxin  research  and  I  can 
assure  you  that  producers  do  not  consider  this  research  to  be  low 
priority.  What  sissurances  do  we  have  from  you  that  the  definition 
for  low  priority  will  not  blanket  all  research  that  is  not  proposed 
by  you,  and  that  you  take  into  account  the  interest  of  Members  of 
Congress? 

Mr.  Espy.  I  am  sensitive  to  the  interests  of  Members  of  Congress. 
Our  approach  in  funding  research  in  the  1994  budget  is  to  provide 
increases  consistent  with  the  baseline  for  formula  programs  which 
provide  discretionary  resources  for  the  States  to  direct  to  needs 
which  are  identified  by  their  producers  and  consumers.  Building  on 
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this  base,  we  are  proposing  an  increased  investment  in  the  Nation- 
al Research  Initiative.  This  program  provides  a  mechanism  for 
input  from  a  wide  range  of  producer  and  consumer  interests  in  de- 
veloping program  priorities  and  then  targets  the  grant  funds  to  the 
most  highly  qualified  scientific  proposals  which  are  submitted  to 
address  the  identified  priorities. 

FOOD  STAMP  PROGRAM 

Mr.  DuRBiN.  I  would  like  to  address  a  few  questions  to  a  pro- 
gram which  is  very  controversial  and  one  which  each  of  us  on  this 
panel,  I  am  sure,  has  faced  our  constituents  in  trying  to  explain, 
and  that  is  the  Food  Stamp  Program. 

President  Clinton  has  suggested  that  he  wants  to  change  welfare 
in  America  as  we  know  it.  He  has  said  that  welfare  should  be  a 
second  chance  and  not  a  way  of  life.  He  has  also  suggested  that  we 
reinvent  government,  and  certainly  there  are  many  people  who 
think  that  that  re-invention  should  start  with  this  program. 

A  few  days  ago  we  had  representatives  here  from  the  Inspector 
General's  office,  and  we  learned  of  the  850  employees  in  that  office. 
Half  of  them  spend  their  time  monitoring  the  Food  Stamp  Program. 
When  you  consider  the  number  of  Americans  involved  in  the  pro- 
gram, the  opportunity  for  abuse  and  the  reported  abuse,  it  is  no 
wonder. 

Secretary  Espy.  Yes. 

Mr.  DuRBiN.  In  fact,  I  am  sure  that  the  Inspector  General  could 
devote  his  entire  agency  to  this  one  program  and  be  able  to  show 
at  the  end  of  a  fiscal  year  that  it  was  time  well  spent. 

My  question  to  you  is  rather  fundamental,  and  it  is  this:  Do  you 
feel  that  in  this  debate  on  reforming  welfare  that  we  should  start 
with  the  premise  that  we  have  to  justify  the  Food  Stamp  Program 
from  the  beginning?  In  other  words,  should  we  start  with  the 
premise  that  perhaps  we  need  a  new  program  approach,  one  which 
is  not  so  open  to  abuse  and  fraud  and  still  serves  the  needy  people 
in  America? 

Secretary  Espy.  That  is  a  good  question,  Mr.  Chairman.  I  would 
say  that  we  do  not  need  a  new  program.  I  think  the  program  suf- 
fers from  a  lot  of  abuse,  abuse  at  the  recipient  level,  abuse  at  the 
provider  level,  particularly  with  regard  to  some  of  the  grocery 
stores  that  do  not  always  follow  the  guidelines  and  regulations  of 
USDA.  But  I  would  hate  to  say  that  we  need  a  new  program.  I 
think  that  it  is  well  worth  our  time  to  try  to  reduce  the  numbers  of 
folks  on  the  program,  reducing  therefore  the  government  outlays 
with  regard  to  the  program  itself. 

Of  our  $62  billion  budget,  fully  52  percent  is  involved  in  food  and 
nutrition  programs,  and  a  great  deal  of  that  involved  in  Food  stamp 
outlays.  It  would  be  my  pleasure  to  reduce  these  total  outlays  if  we 
could  truly  have  an  economic  stimulus  program  and  a  long-term  in- 
vestment program  which  would  benefit  people  in  rural  America 
and  all  across  the  country,  providing  them  jobs  and  therefore  no 
longer  the  need  for  them  to  be  on  this  Food  Stamp  Program. 

So  I  would  say  we  do  not  need  a  new  program.  We  need  a  better 
program.  We  could  tighten  the  guidelines,  perhaps  tighten  some  of 
the  eligibility  standards.  But  a  new  program,  I  would  say  no. 
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Mr.  DuRBiN.  The  President's  fiscal  year  1994  proposal  includes  $1 
billion  for  the  Food  Stamp  Program  and  $9.0  billion  over  the  next 
four  years  to  increase  benefits  and  help  offset  the  effects  of  the  pro- 
posed energy  tax  on  low-income  households.  Is  this  in  addition  to 
benefit  increases  adjusted  for  inflation? 

Secretary  Espy.  Yes.  Food  Stamp  COLAs  will  take  place  as  re- 
quired by  the  law. 

FOOD  STAMP  INCREASES  TO  OFFSET  BTU  TAX 

Mr.  DuRBiN.  Specifically,  how  will  this  increase  be  used  to  offset 
the  proposed  energy  tax? 

Secretary  Espy.  We  are  not  planning  to  complicate  Food  Stamps 
with  a  specific  energy  cost  deduction  or  provision  that  tailors  the 
offset  specifically  to  household  energy  use.  Such  a  scheme  would 
require  variable  rates  by  season,  region  of  the  country,  and  types  of 
fuels  used;  plus,  it  would  be  very  difficult  to  monitor.  Rather,  we 
will  propose  adjustments  to  program  eligibility  and  benefit  deter- 
minations to  assure  low-income  households  are  not  adversely  im- 
pacted. 

FOOD  STAMP  ESTIMATES 

Mr.  DuRBiN.  The  program  has  grown  from  an  appropriation  of 
$13.6  billion  in  1989  to  $28.1  billion  in  1993.  How  realistic  can  this 
number  be  given  the  size  and  history  of  the  program? 

Secretary  Espy.  The  Food  Stamp  Program  has  grown  in  3  major 
ways,  each  adding  to  the  cost  of  the  program.  First,  in  response  to 
the  weak  economy  participation  increased  45  percent,  from  18.8 
million  per  month  in  1989  to  an  estimated  27.3  million  in  1993. 
Second,  the  maximum  monthly  food  stamp  allotment  for  a  family 
of  four  increased  23  percent,  from  $300  in  1989  to  $370  in  1993,  to 
reflect  food  prices  and  real  increases  provided  for  under  the 
Hunger  Prevention  Act  of  1988.  And  third,  the  average  benefit  ac- 
tually received  increased  from  about  64  percent  of  the  maximum 
allotment  to  about  68  percent.  The  forecasts  used  to  determine  the 
fiscal  year  1993  appropriation  still  appear  to  be  accurate.  There  is, 
however,  always  some  uncertainty  in  predicting  program  participa- 
tion and  costs.  That  is  why  a  reserve  of  $2.5  billion  was  appropri- 
ated in  1993  and  why  we  will  request  a  reserve  of  $5.0  billion  in 
1994. 

STATE  ADMINISTRATIVE  EXPENSES 

Mr.  DuRBiN.  In  your  statement  you  say  that  beginning  April  1, 
1994,  all  state  welfare  administrative  expenses  would  be  limited  to 
a  50-percent  match  with  Federal  funds.  Please  explain  this  in  fur- 
ther detail. 

Secretary  Espy.  Currently  the  Food  Stamp  administrative  expense 
match  exceeds  50  percent  in  several  areas.  A  level  of  75  percent  is 
provided  for  fraud  investigations  and  prosecutions  and  a  level  of  63 
percent  is  provided  for  States  developing  approved,  new  computer 
systems.  In  fiscal  year  1992  these  provisions  have  resulted  in  about 
$33  million  being  provided  to  the  States  above  a  straight  50  percent 
match.  Quality  Control  System  Incentives  are  not  considered  part 
of  the  State  administrative  expense  matching  program. 
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WELFARE  REFORM  PROGRAM 


Mr.  DuRBiN.  If  the  President  is  going  to  embark  on  this  welfare 
reform  program,  is  that  program  embodied  in  this  budget  message 
that  we  have  just  received,  or  is  that  another  undertaking  that  will 
happen  in  the  future? 

Secretary  Espy.  The  President's  welfare  reform  agenda,  as  I  see 
it,  and,  again,  I  am  very  careful  to  say  that  this  is  my  opinion,  be- 
cause even  though  I  am  on  the  Welfare  Reform  Task  Force,  I  do 
not  believe  we  have  met,  at  least  where  I  was  involved  in  it.  The 
welfare  reform  agenda  is  couched  on  the  premises  that  we  have  to 
change  a  consumption-based  system  to  an  asset-based  system;  to 
move  from  a  system  where  we  just  maintain  individuals  monthly 
on  transitional  support;  to  move  into  an  asset-based  system  where 
they  have  education,  child  care,  job  training,  some  incentive  to 
save  money  through  several  mechanisms  that  we  will  be  discuss- 
ing; and  the  ability  to  take  advantage  of  a  much  more  liberalized 
credit  program,  even  down  to  the  point  of  credit  for  microenter- 
prise  programs.  This  is  the  point  we  want  to  reach. 

And,  also,  to  change  some  of  the  arcane  and  insane,  in  my  opin- 
ion, regulations  that  we  have  now  that  tend  to  give  individuals  dis- 
incentives to  save.  This  is  what  we  would  like  to  do,  but  I  am  not 
aware  of  any  part  of  this  that  talks  about  revolutionary  or  funda- 
mental changes  in  the  Food  Stamp  Program.  I  mean,  it  is  very 
basic.  It  is  very  fundamental.  Folks  do  need  food  out  there,  and  to 
me  reforming  the  Food  Stamp  system,  other  than  making  sure  that 
it  is  not  fraught  with  fraud,  is  not  within  the  program. 

Mr.  DuRBiN.  You  and  I,  of  course,  are  of  the  same  mind  in  terms 
of  making  certain  that  people  who  are  in  need,  in  fact,  have 
enough  food  to  put  on  the  table  for  themselves  and  their  children.  I 
really  think  what  I  am  raising,  and  I  hope  will  be  raised  during  the 
course  of  this  debate,  is  whether  we  ought  to  ask  some  fundamen- 
tal questions  of  the  way  we  are  doing  this.  Putting  out  food  stamps 
now  that  become  the  coin  of  the  realm  for  drug  dealers  and  gam- 
bling and  the  like  is  no  service  to  the  families  in  need.  We  really 
need  to  get  down  to  basics  to  determine  whether  or  not  we  can 
help  people  through  more  direct  means,  cutting  the  administrative 
overhead  and  the  opportunity  for  abuse. 

I  think  we  are  of  like  mind  on  this.  I  think  what  you  have  sug- 
gested is  that  this  debate  is  still  ahead  of  us. 

ELECTRONIC  BENEFITS  TRANSFER 

Secretary  Espy.  Yes,  sir.  If  I  could  just  say,  although  I  am  not 
recommending  substantial  reforms  in  the  need  for  Food  Stamps,  we 
are  recommending  change  in  the  delivery  system.  The  Chairman  is 
well  aware  of  a  system  called  "EBT,"  electronic  benefits  transfer. 
Instead  of  printing  the  vouchers,  printing  the  coupons  and  just 
having  them  float  in  the  field,  and  be  subject  to  substantial  fraud, 
we  want  to  move  to  a  system  of  more  improved  technology  where 
these  benefits  can  be  transferred  much  like  money  in  an  account. 

You  would  go  to  the  cashier  of  the  grocery  store  and  there  would 
be,  in  effect,  a  credit  card  that  the  recipient  would  have.  It  would 
be  presented  to  the  cashier  who  could  use  it  to  deduct  against 
whatever  was  left  in  his  or  her  account  that  month.  We  would  like 
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to  begin  to  get  to  that  point.  We  have  several  pilot  programs.  I 
have  reviewed  them  as  a  member  of  Congress,  but  I  have  not  had  a 
chance  to  review  them  as  Secretary.  But  generally  I  am  very 
pleased  with  that  direction.  I  think  it  is  the  way  to  go,  and  there 
could  be  a  substantial  savings,  we  think,  in  the  overhead  cost  of 
just  administering  this  program  from  our  level,  and  it  would  cer- 
tainly improve  the  esteem  of  those  on  the  program. 

WETLANDS 

Mr.  DuRBiN.  My  next  questions,  which  I  am  sure  will  be  a  major 
problem  for  all  of  us,  including  your  Administration,  deal  with  the 
wetlands  issue.  I  think  it  is  safe  to  say  that  the  last  Administration 
left  town  with  this  issue  still  unresolved,  and  I  am  hoping  that  this 
Administration,  whether  it  is  in  four  or  eight  years,  will  be  able  to 
resolve  it  before  they  leave  town.  And  I  am  hopeful,  and  I  am  not 
certain,  but  I  am  hopeful. 

We  have  come  to  the  conclusion  in  our  part  of  the  world,  in  the 
Midwest,  that  wetlands  are  absolutely  essential  for  the  environ- 
ment of  America,  but  we  have  not  reached  a  conclusion  as  to  how 
to  protect  them. 

Secretary  Espy.  Yes. 

Mr.  DuRBiN.  There  is  a  tangle  of  administrative  bureaucracy  in- 
volved in  the  wetlands  issue.  We  have  tried  to  address  it  from  a  dif- 
ferent  perspective  with  the  Wetlands  Reserve  Program  on  a  pilot 
basis.  I  think  our  early  indications  are  that  this  is  going  to  be  a 
very  expensive  undertaking. 

Secretary  Espy.  Yes. 

Mr.  DuRBiN.  Mr.  Secretary,  the  Fish  and  Wildlife  Service,  Envi- 
ronmental Protection  Agency,  Corps  of  Engineers,  and  Soil  Conser- 
vation Service  for  quite  some  time  have  been  negotiating  wetlands 
rules  and  regulations.  The  Administration  published  a  new  manual 
over  two  years  ago.  Since  then,  basically,  wetlands  determinations 
for  farmers  have  been  put  on  hold  with  the  exceptions  of  extreme 
cases  when  the  farmer  has  had  to  have  some  information.  We 


know  that  the  Bush  Administration  issued  guidance  on  wetland 
areas  at  the  end  of  1992.  Please  bring  us  up  to  date  on  the  status  of 
wetlands  regulations  and  manuals. 

Secretary  Espy.  It  is  my  understanding  that  activities  have  gen- 
erally been  put  on  hold  pending  the  completion  and  recommenda- 
tions of  the  wetlands  study  and  report  that  will  be  conducted  by 
the  National  Academy  of  Sciences.  We  in  USDA  will  be  following 
these  developments  very  closely  as  we  determine  the  best  course  of 
action  to  take  in  resolving  some  of  the  confusion  that  h£is  been  gen- 
erated around  this  issue. 

Mr.  DuRBiN.  Can  you  describe  the  impact  you  think  the  new 
rules  will  have  on  agriculture? 

Secretary  Espy.  We  would  hope  that  any  changes  in  the  rules 
will  lead  to  a  more  consistent  overall  federal  approach  to  dealing 
with  wetland  issues  and  one  that  will  make  it  easier  for  farmers  to 
understand  and  follow. 
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WETLANDS  RESERVE  PROGRAM 


Mr.  DuRBiN.  If  the  United  States  of  America  decides  to  pay  pro- 
ducers to  set  aside  potential  wetlands  and  not  cultivate  them,  or  at 
least  to  cultivate  them  under  very  strict  guidelines,  what  are  your 
plans  in  terms  of  addressing  this  issue  from  the  administrative 
viewpoint  and  from  the  viewpoint  of  a  reserve  program? 

Secretary  Espy.  Mr.  Chairman,  this  subject  is  very  controversial. 
And,  again,  as  a  member  of  Congress,  and  a  member  on  the  Agri- 
culture Committee  and  one  who  hailed  from  a  state  where  most  of 
it  is  comprised  of  a  delta,  or  a  wetlands  region,  I  have  been  in- 
volved in  this  intimately  and  am  aware  that  the  debate  involves 
environmental  protection  against  development  of  the  land,  princi- 
pally, agriculture  and  commercial  development. 

In  the  campaign,  this  was  not  a  principal  rallying  cry.  I  did  not 
hear  a  lot  of  talk  about  this  within  the  campaign.  I  did  hear  then 
candidate  Clinton  speak  of  no  net  loss  of  wetlands  policy.  But,  of 
course,  this  was  also  policy  that  I  had  heard  President  Bush  ex- 
press from  time  to  time  as  well. 

We  have  not  talked  about  any  details  at  all  with  regard  to  this, 
but  I  am  a  proponent  of  the  Wetlands  Reserve  Program.  It  is 
expensive,  but  I  think  it  does  work. 

There  are  pilot  projects  that  have  been  funded,  but  there  are 
many  more  that  have  gone  unfunded,  and  I  would  like  to  see  a  wet- 
lands program,  a  Wetlands  Reserve  Program  continued  and,  hope- 
fully included  in  the  1995  Farm  Bill. 

Also,  part  of  the  problem,  I  think,  could  be  taken  care  of  in  re- 
structuring. A  lot  of  the  Wetlands  Reserve  type  programs  are  un- 
dertaken by  the  Soil  Conservation  Service.  I  would  like  to  see  all  of 
the  environmentally-related  programs  come  in  under  the  proposed 
Farm  Service  Agency.  So  when  the  farmer  comes  into  the  Farm 
Service  Agency  office,  he  or  she  could  avail  themselves  of  all  the 
information — the  set  asides,  the  idle  acreages,  the  program  pay- 
ments— and  would  not  have  to  go  to  three  or  four  different  offices 
over  a  period  of  time,  also  we  need  to  strengthen  these  regulations, 
tighten  them,  have  cross-training  for  employees,  and  just  put  it  all 
out  there  on  the  table  at  one  time. 

Mr.  DuRBiN.  The  Wetlands  Reserve  Program  was  authorized  in 
the  1990  Farm  Bill,  and  in  fiscal  year  1992  Congress  appropriated 
$46  million  to  begin  a  pilot  project  in  5  states.  The  rules  and  regu- 
lations published  by  the  Department  allowed  9  states  to  qualify 
and  those  9  states  are  now  being  used  as  pilot  projects.  Please 
bring  us  up  to  date  on  the  first  sign-up.  Have  you  closed  our  accept- 
ance bids?  Do  you  have  any  data  to  suggest  the  Federal  Govern- 
ment is  paying  a  fair  price  and  getting  the  type  of  high  quality 
wetlands  envisioned  by  the  law? 

Secretary  Espy.  On  January  14,  1993,  former  Secretary  Madigan 
announced  the  tentative  acceptance  of  49,888  acres  that  would  be 
accepted  into  the  Wetlands  Reserve  Program  in  the  nine  pilot 
States.  It  is  my  understanding  that  the  reasons  for  this  tentative 
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acceptance  were  to  ensure  that  USDA  was  able  to  obtain  an  ease- 
ment deed  substantially  free  of  liens  on  accepted  offers  and, 
through  an  official  appraisal  of  nearly  one-third  of  the  accepted 
acres,  that  USDA  is  not  paying  more  than  a  fair  price  for  the  wet- 
lands. With  nearly  250,000  acres  actually  having  a  bid  placed  by 
the  landowner,  the  Department  was  able  to  be  very  selective  in  ac- 
cepting those  acres  that  had  the  highest  environmental  benefits. 

Mr.  DuRBiN.  Funding  for  the  program  was  deferred  in  1993  pend- 
ing the  results  of  a  detailed  analysis  of  the  first  sign-up,  including 
a  cost/benefit  analysis.  This  report  has  been  finished.  Tell  us  what 
are  your  recommendations  for  the  program  and  why? 

Secretary  Espy.  I  am  a  strong  advocate  for  the  restoration  of  wet- 
lands through  the  Wetlands  Reserve  Program.  The  pilot  program 
w£is  available  in  my  own  district  and  I  believe  we  need  to  expand 
our  efforts  to  recover  wetland  functions  and  values  being  lost 
through  cropland  conversions  and  non-agricultural  uses.  These 
areas  provide  habitat  for  many  endangered  species,  assist  in  the 
improvement  of  water  quality,  and  aid  in  the  storage  of  excess 
runoff  to  minimize  flooding  of  downstream  areas  in  times  of  a  nat- 
ural disaster.  The  interest  expressed  by  owners  during  the  pilot 
program  demonstrated  a  willingness  on  the  part  of  farmers  to  pro- 
vide a  permanent  easement,  thus  ensuring  a  perpetual  stream  of 
benefits. 

Mr.  DuRBiN.  There  are  those  that  believe  that  the  criteria  used 
to  accept  and  enroll  acreage  into  the  program  will  be  set  only  by 
the  amount  that  is  appropriated,  regardless  of  the  costs  versus  ben- 
efits of  enrolling  land.  There  are  also  those  who  believe  that  by 
keeping  the  annual  acreage  allowed  into  the  program  down,  you 
are  guaranteed  to  get  the  best  available  land,  which  provides  the 
most  benefit  to  the  environment,  into  the  program.  What  is  your 
opinion  on  this  theory? 

Secretary  Espy.  As  I  indicated  in  the  report  to  the  Congress  on  the 
1992  program,  the  first  signup  was  structured  to  favor  geographic 
dispersion  of  accepted  acreage  since  it  was  a  pilot  program,  forego- 
ing some  economic  savings.  If  the  program  is  expanded  nationwide, 
then  we  will  need  to  take  another  look  at  the  eligibility  criteria 
and  acceptance  methodology.  We  will  also  explore  additional  cost 
saving  options. 

CONSERVATION  RESERVE  PROGRAM 

Mr.  DuRBiN.  The  Conservation  Reserve  Program  has  over  36  mil- 
lion acres  enrolled  and  out  of  production.  As  you  know,  this  pro- 
gram started  in  1985  and  is  for  10-year  contracts.  The  first  of  these 
contracts  will  begin  to  expire  in  a  little  over  a  year.  Farmers  will 
need  some  lead  time  to  make  their  decision  on  what  to  do  with  this 
land.  When  will  you  make  some  policy  and  program  recommenda- 
tions as  to  how  to  address  these  36  million  acres? 

Secretary  Espy.  While  contracts  on  about  one  million  acres  will 
expire  in  1996,  most  contracts  will  not  expire  until  later  years 
which  will  give  the  Administration  and  the  Congress  sufficient 
time  to  deal  with  this  important  issue  in  the  context  of  the  1995 
farm  bill.  A  USDA  multi-agency  work  group,  chaired  by  ASCS  and 
SCS,  is  now  studying  various  alternatives  for  addressing  the  acre- 
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age  enrolled  in  the  CRP.  We  are  hopeful  that  this  work  will  be 
completed  this  year  which  should  provide  valuable  information  on 
how  best  to  proceed. 

USDA  REORGANIZATION 

Mr.  DuRBiN.  I  sincerely  hope  that  you  are  successful  with  this  re- 
organization, and  I  believe  that  you  have  the  right  approach  in 
mind  to  try  to  provide  for  the  people  who  use  these  agencies  a 
more  convenient  way  for  them  to  meet  with  the  officials. 

I  also  believe  that  part  of  this,  I  am  sure,  will  include  some  reor- 
ganization in  the  administration  of  these  programs.  Right  now 
there  is  a  blizzard  of  paper  that  hits  any  farmer  who  walks  into  a 
Farmers  Home  Administration  office.  I  asked  recently  one  of  the 
people  working  there  to  bring  me  the  papers  that  a  farmer  would 
have  to  fill  out  for  a  very  common  loan,  and  it  was  overwhelming. 
It  is  no  surprise  to  me  that  many  of  them  are  upset  with  this  pro- 
cess. And  they  also  argue  about  the  fact  that  there  is  no  communi- 
cation among  USDA  agencies  that  might  be  sitting  in  the  same 
building  in  many  instances,  at  least  in  the  same  town  or  the  same 
county.  And  if  we  cannot  only  consolidate  them  physically,  but 
also  eliminate  or  reduce  much  of  the  paperwork  here,  I  think  it 
will  really  be  of  benefit  to  all  of  us. 

We  live  in  a  world  where  you  and  I  can  go  to  the  local  drugstore 
here  to  make  a  purchase  and  hand  them  a  credit  card,  in  six  to 
fifteen  seconds  they  can  verify  our  credit  status  over  the  telephone. 

Secretary  Espy.  Yes. 
_  Mr.  DuRBiN.  Now,  I  know  that  our  computer  capability  in  the 
Federal  Government  is  not  nearly  that  sophisticated,  but  we  should 
strive  to  make  it  such  so  that  we  do  not  have  to  really  make  all 
this  red  tape  a  matter  of  course  for  most  of  the  people  who  use 
these  agencies. 

Secretary  Espy.  Mr.  Chaixman,  there  is  much  that  can  be  done.  I 

hope  you  will  see  me  as  a  Secretary  who  will  take  swift  action  on 
the  issue  of  reorganization.  I  am  in  a  good  position,  because  it  has 
been  addressed  before.  We  do  not  have  to  take  time  to  have  a  lot  of 
new  committees.  We  do  not  have  to  do  that,  because  we  have  the 
studies  over  at  the  USDA.  You  have  seen  these  studies. 

Former  Secretary  Madigan  had  an  ambitious  proposal  and  it  is 
on  the  table.  I  think  it  is  valid  in  many,  many  areas,  and  I  have 
taken  his  ideas  and  applied  them.  Dan  Glickman,  our  colleague 
from  the  House  Agriculture  Committee,  has  an  idea  for  creating 
this  Farm  Service  Agency— FSA.  I  do  not  agree  with  each  and  every 
part  of  it,  but  in  the  main  it  is  very  good.  The  0MB  and  GAO  also 
have  studies  on  reorganization  of  the  USDA.  So,  I  mean,  there  are 
studies  and  reports  all  over  the  place.  It  is  just  a  matter  of  putting 
them  all  out  on  the  table,  picking  the  best  parts  of  each  and  everyone 
of  them,  going  to  Steve  and  some  of  the  other  professionals  over  at 
USDA  and  saying,  okay,  what  does  this  save  us,  what  does  this  cost 
us,  and  going  ahead  and  doing  it. 

With  regard  to  the  structure  of  the  FSA,  as  I  have  said  before,  in  my 
mind  it  is  done.  It  is  just  a  matter  of  passing  it  through  the  chan- 
nels, and  then  making  sure  that  we  get  the  appropriate  personnel 
on  board  that  could  help  me  implement  these. 
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And  the  last  thing,  those  curious  individuals  out  in  the  field  who 
might  wonder  what  we  will  do  on  field  reorganization  should  take 
a  look  at  the  Washington  restructuring.  We  are  going  to  do  that 
first.  But  I  would  imagine  it  would  not  be  too  different  from  what 
we  intend  to  do  out  in  the  field.  If  we  consolidate  the  Agriculture 
Stabilization  and  Conservation  Service — ASCS,  Soil  Conservation 
Service — SCS,  Farmers  Home  Administration — FmHA,  the  Exten- 
sion Service — ES  and  the  Federal  Crop  Insurance  Corporation — 
FCIC,  I  would  just  imagine  that  we  are  going  to  do  the  same  thing 
out  in  the  field. 

We  think  that  that  will  cause  substantial  savings,  just  in  co-loca- 
tion costs  for  us.  There  might  be  some  temporary  increases,  howev- 
er, due  to  the  restructuring  process.  You  have  heard  from  your 
farmers,  and  as  a  member  of  Congress  I  heard  from  my  farmers, 
concerning  the  volume  of  paperwork  they  are  faced  with  at  the 
field  offices.  It  is  crazy  to  have  to  go  into  the  ASCS  office  and  then 
spend  three  and  four  days  going  through  that  paperwork,  and  you 
come  back  and  have  to  deal  with  a  different  individual.  It  is  some- 
thing I  know  that  we  can  improve. 

I  mean,  to  me,  it  might  be  too  simple,  but,  I  hope  we  can  get  to  a 
point  where  we  can  treat  this  much  like  we  are  treated  with  the 
IRS,  and  perhaps  that  is  not  the  right  agency  to  use.  However, 
these  farm  plans  can  be  put  on  computer.  The  last  year's  farm  plan 
could  be  computerized,  and  to  prepare  a  new  farm  plan,  why  do  we 
not  just  send  it  to  the  farmer  in  enough  time  so  that  we  can  say 
this  is  what  we  have  in  our  file  for  you.  Then,  he  can  tell  us  the 
changes  and  when  the  farmer  comes  in  we  can  discuss  the  changes. 
We  can  apply  the  program  payment  reforms  to  the  farm  plan  at 
that  point,  and  discuss  what  the  farmer  will  be  receiving  in  the 
way  of  farm  payments.  To  me,  it  is  simple.  I  know  it  is  not  that 
simple  in  operation,  but  I  hope  we  can  get  to  a  point  in  this  four 
year  period  where  we  can  do  that. 

NEWS  MEDIA  ON  USDA  PROGRAMS 

Mr.  DuRBiN.  The  last  question  I  have  for  you,  was  raised  in  a 
letter  I  mailed  to  you  several  weeks  ago.  I  do  not  think  it  is  any 
surprise  to  anyone  who  watches  television  that  a  lot  of  these  news 
programs,  news  magazine-type  programs  have  focused  on  your  De- 
partment, and  it  has  now  become,  I  think,  more  of  a  center  of  at- 
tention than  the  Pentagon. 

Secretary  Espy.  Yes. 

Mr.  DuRBiN.  Despite  the  fact  that  the  amount  of  money  being 
spent  there  is  dramatically  less  than  being  spent  across  the  Poto- 
mac. But,  in  all  fairness,  a  lot  of  these  points  that  have  been  raised 
in  these  programs  are  valid,  and  they  call  into  question  policies, 
procedures,  and  personnel  in  the  U.S.  Department  of  Agriculture. 

I  know,  in  your  testimony  yesterday  you  indicated  that  before 
you  got  into  the  meat  inspection  issue  you  sat  down  with  the  whis- 
tle blowers,  who  told  you  what  they  thought  the  problems  were  in 
the  administration  of  this  function  of  the  agency.  I  sincerely  hope 
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that  attitude  will  continue,  and  I  think  it  will  be  a  lot  easier 
for  it  to  continue  this  year  than  perhaps  next  year,  because  at  this 
point  in  your  tenure  as  Secretary  most  of  the  problems  can  be  at- 
tributed to  previous  Administrations  and  previous  administrators. 
But  there  are  specific  areas,  which  I  am  sure  you  have  heard  of. 
When  I  come  to  town  meetings  in  Pocahontas,  Illinois,  and  Marine, 
Illinois,  people  ask  me  about  the  Oxridge  Hunt  Club  in  Connecticut 
that  ended  up  with  a  $3,500  grant  from  ASCS  for  a  loading  dock 
for  manure  at  a  hunt  club  that  has  nothing  to  do  with  agriculture. 

Secretary  Espy.  Yes. 

Mr.  DuRBiN.  Whether  it  is  a  question  of  a  person  being  paid  to 
gauge  the  consistency  of  ketchup,  these  sorts  of  things  trouble  folks 
back  home  when  they  try  to  figure  out  why  they  should  be  asked  to 
sacrifice  when  this  sort  of  spending  goes  on  in  Washington,  or  at 
least  at  the  direction  of  Washington. 

Can  you  tell  me,  if  you  know  specifically  on  those  two  areas,  or 
generally,  what  your  approach  is  going  to  be  in  looking  after  these 
problems.  

Secretary  Espy.  The  news  media  sometimes,  Mr.  Chairman,  will 
lift  the  extreme  as  an  example  that  they  will  then  impute  to  be  the 
general  situation.  And  I  would  say  just  in  my  opening  comment, 
with  regard  to  the  question,  that  we  have  over  100,000  employees 
at  the  Department,  42  divisions,  and  $62  billion  of  operations;  of 
which  $16  or  $17  billion  is  in  farm  programs  and  the  others  in  for- 
estry and  food  and  nutrition  programs.  Most  of  these  employees 
are  fine,  professional,  hard  working  folks.  They  are.  But  some  of 
them  have  been  assigned  tasks  that  I  think  are  no  longer  neces- 
sary. We  will  be  trying  to  transfer  them  into  other  endeavors.  I 
will  give  you  a  couple  of  examples. 

I  have  only  been  there  four  weeks,  and  we  have  had  kids  eating 
unsafe  hamburgers  in  Washington  State,  and  so  we  had  to  pay  a 
lot  of  attention  to  that.  I  have  not  had  time  to  sit  down  and  priori- 
tize these  areas  and  go  through  them  one  by  one,  but  a  couple  of 
things  pop  up  that  have  gotten  my  attention. 

REORGANIZATION  -  DEPARTMENT  OF  COMMUNICATIONS 

We  have  a  thousand  press  secretaries,  if  you  will,  a  thousand  PR 
agents  at  the  USD  A  on  the  payroll.  Now,  to  be  fair,  some  of  them 
are  involved  in  tour  services  at  our  national  forests.  However,  we 
have  about  600  press  officers  or  PR  folks  in  Washington.  I  believe 
that  we  do  not  need  600  folks  telling  the  American  public  what  a 
good  job  we  are  doing.  And  so  I  have  already  announced  a  reorga- 
nization of  the  Department  of  Communications.  I  mean,  each  one 
of  these  42  agencies  has  a  press  corps.  Each  administrator  has  a 
spokesperson  and  a  press  secretary,  and  they  do  not  talk  to  each 
other,  either. 

We  have  already  had  two  or  three  instances  where  the  adminis- 
trator of  some  division  said  something  that  I  am  in  total  disagree- 
ment with.  We  have  already  had  it  happen  twice,  and  we  just  have 
a  problem.  So  I  have  announced  a  consolidation  of  this  far-flung 
press  operation  into  one  Department  of  Communications  where  we 
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could  create  a  desk  system,  much  as  they  do  at  the  State  Depart- 
ment, a  desk  for  ,food,  meat  inspection,  a  desk  for  rural  develop- 
ment, a  desk 'for  this,  a  desk  for  that,  and  I  would  imagine  we 
would  not  need  anywhere  near  600  people  to  do  this.  And  then  we 
have  the  task  of  finding  other  areas  of  work  for  the  ones  who  may 
not  be  needed  in  the  communications  area. 

I  am  told,  and  Steve  may  correct  me,  that  in  the  next  18  months 
we  will  have  as  many  as  a  third  of  our  senior  career  executives  eli- 
gible for  retirement.  That  does  not  mean  they  will  retire.  But  it 
does  mean  that  we  are  able  to  offer  them  packages  or  incentives  at 
that  point  to  perhaps  have  them  look  toward  retirement.  To  the 
extent  we  do  not  fill  all  the  positions  we  will  be  able  to  effect  sav- 
ings. 

So  we  are  looking  to  retirement,  incentives  to  retire  for  our 
career  senior  employees.  Since  we  will  be  consolidating  this  thing 
called  the  Department  of  Communications. 

PRIME  TIME  LIVE 

I  heard,  once  I  got  your  letter,  Mr.  Chairman,  about  the  gentle- 
man who  was  paid  $54,000  to  review  the  flow  rate  of  ketchup.  I 
wanted  to  meet  with  the  gentleman,  and  Prime  Time  Live  found 
him  first.  But  we  are  going  to  be  meeting,  and  I  am  going  to  be 
discussing  his  other  duties.  [Laughter.] 

I  understand  that  there  is  some  program  to  measure  the  stem  on 
pickles  or  something.  Well,  who  cares.  I  am  speaking  for  myself 
now.  But  who  cares?  There  might  be  some  logical  function  in  grad- 
ing that  some  consumer  somewhere  might  question.  But  as  far  as 
these  tasks  meeting  the  public  purpose,  I  say  who  cares?  So  I  am 
going  to  review  all  of  these  things  and  things  like  that  very  quick- 
ly- 

Also,  this  matter  of  the  polo  pony  ranch  in  Connecticut  or  what- 
ever it  was,  I  think  that  was  a  Farmers  Home,  no  it  was  an  ASCS 
grant.  Well,  I  have  reviewed  that  one,  and  it  was  a  matching  grant 
program,  and  I  think  we  did  put  out  about  $3500  from  public  funds 
for  this.  To  me,  I  think  that  is  ludicrous.  I  think  that  is  absolutely 
unnecessary,  and  I  have  asked  our  folks  at  the  Farmers  Home, 
people  at  the  ASCS,  folks  at  the  RDA,  to  review  opportunities  for, 
if  you  will,  a  "means-testing"  procedure.  We  do  not  need  to  fund 
loans  and  grants  and  applications  to  give  subsidies  or  help  to  folks 
who  are  very  well  up  on  the  income  scale.  Just  give  me  a  little 
more  time  and  we  will  attack  these  one  by  one. 

Mr.  DuRBiN.  Thank  you. 

Mr.  Skeen? 

Mr.  Skeen.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  I  am  en- 
tirely heartened  by  the  way  that  you  have  approached  your  job, 
and  I  think  you  are  going  in  the  right  direction.  We  have  used  the 
phrase  this  morning  "reinventing  government."  I  just  hope  that  we 
do  not  have  government  reborn. 

Secretary  Espy.  Yes. 

FIELD  OFFICE  RESTRUCTURING 

Mr.  Skeen.  And  in  the  case  of  reorganization,  I  think  that  you 
have  taken  a  healthy  look  at  it,  because  you  better  look  at  the  cen- 
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tral  offices  rather  than  talking  about  eliminating  field  offices.  In 
the  western  states,  it  creates  real  problems  because  you  are  hous- 
ing several  agencies  in  the  same  buildings,  and  the  Madigan  pro- 
posal would  have  done  away  with  say  an  ASCS  office,  but  left  the 
SCS  office  and  some  of  the  others  intact  in  the  same  building.  So 
there  is  no  real  savings. 

Secretary  Espy.  Yes. 

Mr.  Skeen.  What  I  am  really  concerned  about  is,  and  I  think 
that  you  have  indicated  by  what  you  have  said  about  reorganiza- 
tion, that  you  intend  to  take  a  look  at  the  central  groups  first. 

Secretary  EJspy.  Yes. 

Mr.  Skeen.  And  then  take  a  look  at  every  field  office  function  in 
its  own  respect.  I  think  that  is  a  very  healthy  attitude  rather  than 
just  going  across  the  board. 

What  is  the  cost  involved  in  this?  For  instance,  you  mentioned  a 
lot  of  data  capability,  and  I  have  found  agency  by  agency  the  last 
thing  they  think  about  is  updating  their  data  processing  ability 
and  computerization  ability.  I  understand,  take  care  of  your  per- 
sonnel first,  but  this  concerns  me.  Have  you  done  a  cost  analysis  on 
this? 

Secretary  Espy.  Mr.  Skeen,  if  I  could  turn  to  my  associate  here 
for  that  answer, 

Mr.  Skeen,  Well,  I  love  listening  to  you,  but  we  will  listen  to 
Steve  too. 

Secretary  Espy.  Steve, 

FIELD  OFFICE  FUNCTION 

Mr.  Dewhurst.  Sir,  I  think  I  really  ought  to  say  three  things. 
One  is  that  I  think  I  have  a  mandate  from  the  Secretary  that  when 
this  budget  comes  up  in  late  March,  to  be  able  to  demonstrate  to 
him  and  to  you  that  in  allocating  the  cuts  in  the  budget,  the  ad- 
ministrative costs,  are  taken  at  least  proportionately,  if  not  greater 
than  proportionately,  at  the  central  level  than  they  are  taken  in 
the  field. 

Mr.  Skeen.  At  the  field  function  level. 

Mr.  Dewhurst.  With  respect  to  the  field  system,  particularly  the 
farm  service  field  agencies,  which  have  been  the  subject  of  so  much 
study,  there  are  two  points  I  might  make  about  that. 

One  is  that  the  Secretary  has  asked  for  plans,  detailed  plans  to 
be  done  by  April,  and  it  is  very  difficult  to  have  a  lot  of  facts  and 
figures  before  you  have  all  the  plans.  But  we  know  two  things 
about  it.  We  know  that,  to  the  extent  you  are  moving  folks  around 
to  consolidate  offices  or  do  whatever  you  want  to  do,  there  is  going 
to  be  a  cost  involved  in  that,  and  I  have  seen  estimates  that  say 
over  a  couple  of  years  that  cost  could  be  anywhere  from  30  to  60 
million  dollars.  You  ultimately  have  savings,  but  you  have  the 
front-end  cost  that  you  have  to  bear. 

Mr.  Skeen.  Let  me  stop  you  right  there,  Steve.  You  are  not  going 
through  the  exercise  of  trying  to  balance  your  cost  savings  versus 
the  cost  increases.  You  are  going  to  let  it  fall  where  it  may  in  your 
organization. 

Mr.  Dewhurst.  To  be  fair  about  it,  we  have  some  budget  targets 
from  the  President  that  we  have  to  hit.  But  in  hitting  those  tar- 
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gets,  we  are  going  to  have  to  figure  out  a  way  to  accommodate  the 
costs  as  well  as  the  savings. 

COMPUTERS 

On  the  computers,  there  is  work  underway  in  the  department 
which  says  that  the  next  major  computer  buy  for  our  farm  service 
field  structure,  which  is  to  take  place  in  a  couple  of  years,  1995-96, 
because  our  computers  are  becoming  outdated,  will  be  centrally 
procured. 

Mr.  Skeen.  Every  six  months. 

Mr.  Dewhurst.  Yes,  sir.  It  will  be  a  centrally  managed  computer 
buy. 

Mr.  Skeen.  A  total  network  system. 

Mr.  Dewhurst.  Common  equipment,  common  software,  linkages. 
It  will  be  a  multibillion  dollar  kind  of  effort,  a  couple  of  billion  dol- 
lars minimum.  But,  you  see,  those  numbers  were  already  built  into 
our  agency's  budgets  at  the  time  when  they  expected  to  proceed  in- 
dependently to  buy  all  their  computers. 

So  what  I  am  saying  is  it  does  not  necessarily  require  an  increase 
in  the  Department's  budget  to  do  a  better  job  in  automating  our 
field  offices,  it  just  requires  that  we  organize  it  better,  and  exercise 
some  better  central  control  over  what  is  bought  and  when  it  is 
bought.  And  there  is  some  hard  work  being  done  in  the  Department 
to  make  that  happen,  to  give  better  service,  and  not  increase  the 
total  cost  to  the  Government  of  providing  that  service. 

NEWS  MEDIA 

Mr.  Skeen.  Well,  I  appreciate  that  response,  and  I  think  we  are 
going  in  the  right  direction,  and  reorganization  is  absolutely  essen- 
tial. 

Do  you  mean  that  the  news  media  exaggerates  things? 

Secretary  Espy.  I  would  say  that's  a  safe  assumption. 

Mr.  Skeen.  We  have  agreement  there,  too. 

Secretary  Espy.  There  is  such  a  ketchup  grader,  and  there  is 
such  a  pickle  stem  measurer,  but  they  do  not  exist  in  every  divi- 
sion. It  is  one  individual,  not  25  or  50,000.  It  is  just  one. 

Mr.  Skeen.  One  individual  is  measuring  pickles  and  drips  out  of  a 
ketchup  bottles.  He  is  a  very  versatile  individual. 

administration's  philosophy 

Secretary  Espy.  He  has  been  there  awhile,  but  we  will  see  if  we 
can  reorient  the  duties. 

Let  me  also  say  to  you  that,  as  a  part  of  this  team  philosophy — 
the  Chairman  asked  me  earlier  about  welfare  reform,  and  we  have 
a  philosophy  in  this  Cabinet,  and  I  hope  it  continues,  that  when  an 
initiative  comes  down  from  the  President,  whether  or  not  it  falls 
within  the  purview  of  your  specific  cabinet  or  Department,  if  you 
know  something  about  it  then  you  should  offer  your  services  and 
you  should  help.  That  is  why  I  am  on  the  Welfare  Reform  Task 
Force,  knowing  full  well  that  the  AFDC  and  all  of  that  lies  in 
Health  and  Human  Services — HHS,  and  the  spotted  owl  and  all  of 
the  other  environmental  issues,  we  have  Secretary  Bruce  Babbitt, 
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but  I  have  the  responsibility  for  the  Forest  Service,  so  but  we  meet 
together. 

And  I  would  hope  that  this  entire  effort  to  reorganize  the  Farm- 
ers Home  would  be  principally  done  inside  of  USDA.  That  is  where 
it  should  be  done. 

However,  when  we  come  to  entering  data,  which  to  update  the 
computer  records,  I  hope  that  we  could  reach  out  and  utilize  part 
of  President  Clinton's  national  service  program.  Hopefully,  that 
will  be  on  line  by  then.  We  could  get  very  bright  business  students, 
who  have  gotten  college  loans,  to  come  and  work  at  USDA  for  a 
summer  or  for  a  year  and  help  to  key-in  this  new  data  in  our  ef- 
forts to  computerize  our  records  without  substantial  outlay  in- 
creases to  USDA  for  one-time  work.  That  is  what  I  want  to  do. 
Almost  like  part-time  workers  being  paid  by  someone  else,  being 
assigned  and  tasked  to  this  function.  We  want  to  get  to  that  point. 

MEAT  AND  POULTRY  INSPECTIONS 

Mr.  Skeen.  Let  me  move  to  the  meat  and  poultry  inspections, 
and  I  want  to  commend  you  on  the  quick  response  that  you  had  to 
the  E.  coli  situation  in  Washington  State. 

Secretary  Espy.  Thank  you,  sir. 

Mr.  Skeen.  You  handled  it  very  well,  and  gave  the  kind  of  re- 
sponse that  provides  some  encouragement  to  people  that  govern- 
ment does  respond.  I  have  got  a  real  problem,  though,  with  the  way 
we  are  trying  to  set  up  the  meat  inspection  system,  and  I  know  you 
would  like  to  have  160  additional  workers  or  inspectors.  Now,  we 
are  talking  about  user  fees  once  again,  and  we  have  had  a  little 
problem  in  the  past  with  user  fees  for  overtime  inspectors,  things 
of  that  kind. 

Is  0MB  in  tune  with  this  thing,  or  not,  because  we  have  run  into 
all  kinds  of  a  fire  storm  over  user  fees  with  past  Administrations? 
And  as  I  understand  it,  you  propose  a  similar  system  for  this  new 
expansion. 

Secretary  Espy.  Yes,  sir.  We  came  yesterday,  as  you  recall  and 
proposed  $4  million  in  increases  to  hire  160  new  meat  inspectors 
that  could  be  put  on  line  immediately,  and  now  we  are  asking  for  a 
few  more,  to  get  us  up  to  200. 

I  think  it  is  a  problem.  There  is  tremendous  overtime  right  now 
simply  because  we  have  550  unfunded  vacant  positions,  550.  But 
yet  we  have  a  streamline  inspection  system  where  the  carcasses 
are  moving  down  the  processing  line  at  a  more  rapid  rate.  Even 
though  we  have  cut  that  back,  and  the  line  speed  has  been  reduced, 
there  is  still  substantial  anxiety  among  the  labor  community. 
Those  who  presently  work  on  the  line  need  more  help.  We  have 
met  with  the  industry  about  this  as  well,  and  I  cannot  say  that 
they  applaud  our  effort  to  move  toward  user  fee  increases.  I  cannot 
say  that  in  all  honesty.  But  they  do  understand  what  we  are  trying 
to  do. 

And  so  at  least  with  regard  to  the  overtime,  we  think  user  fees 
could  be  used  to  reduce  the  cost.  OMB  is  in  line  with  this,  and  they 
have  approved  this  recommendation. 
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DEFINITION  OF  PUBLIC  GOOD 


Mr.  Skeen.  Is  there  a  question  of  illegality  as  far  as  the  defini- 
tion of  public  good,  because  I  think  they  used  to  take  that  stance 
that  the  inspections  were  in  the  interest  of  public  good.  Therefore, 
the  Federal  Government  should  pay  for  the  entire  inspection  system 
so  that  those  inspectors  are  responsive  to  the  public  rather  than 
the  Government. 

Secretary  Espy.  I  understand  the  question.  The  question  being  is 
this  somehow  a  contradiction. 

Mr.  Skeen.  Ninety  years  of  service  and  we  have  handled  it  this 
way,  and  this  would  be  a  departure.  I  just  wanted  to  bring  that  ques- 
tion up  and  see  what  kind  of  response  you  have. 

Secretary  Espy.  That  question  has  been  raised  before. 

Mr.  Skeen.  It  sure  has. 

Secretary  Espy.  Some  would  think  that  we  should  hire  these  new 
individuals  and  pay  the  entire  cost  of  it.  Some  would  think  that 
this  is  a  reasonable  imposition  of  cost  based  on  the  relief  we  give  to 
the  industry  by  doing  this.  I  am  not  representing  the  industry,  of 
course.  I  am  sure  they  may  have  a  different  point  of  view.  But  we 
think  that  this  is  a  reasonable  compromise. 

Mr.  Dewhurst.  Just  to  follow  the  Secretary's  point  on  the  num- 
bers. Even  if  these  user  fees  were  to  be  approved,  it  is  probably 
worth  noting  that  80  percent  of  the  program  would  continue  to  be 
paid  for  by  the  taxpayer. 

Mr.  Skeen.  Oh,  I  understand  that.  But  then  it  gets  into  the  shad- 
ing of  the  question. 

Mr.  Dewhurst.  Yes,  sir. 

Mr.  Smith.  Will  the  gentleman  yield  for  10  seconds? 

Mr.  Skeen.  I  will  yield. 

Mr.  Smith.  The  determination  as  to  who  pays  the  user  fee  ought 
to  be  determined  by  whose  convenience  the  fee  is  for.  Is  it  for  the 
Department's  convenience  or  is  it  for  the  locker  plant  or  whatever? 

Secretary  Espy.  I  understand  the  point.  We  think  the  proposal  is 
a  reasonable  resolution  to  this  issue.  Under  the  proposal,  the  Gov- 
ernment would  not  have  to  bear  the  entire  cost  of  inspections. 

Mr.  Skeen.  So  you  still  envision  some  use  of  the  user  fee  idea? 

Secretary  Espy.  Yes,  sir,  we  do. 

Mr.  Skeen.  Very  good. 

E.  COLI 

Secretary  Espy.  We  hope  to  get  to  a  point,  frankly,  where  we  are 
beyond  these  additional  200  inspectors.  We  would  hope  to  get  to  a 
point  where  we  would  no  longer  need  any  additional  inspectors.  To 
be  honest  with  you,  we  have  asked  for  money  for  research. 

I  met  yesterday  with  a  major  research  university  who  has  done  a 
lot  of  work  in  this  area,  and  they  are  asking  for  a  modest  amount 
of  money  to  finish  the  research.  I  met  two  weeks  ago  with  a  gentle- 
man from  a  major  university  who  had  already  developed  a  test  to 
culture  E.  coli  that  would  culturate  within  24  hours.  In  my  opinion, 
it  is  not  practical  to  cause  a  whole  lot  of  carcasses  to  have  to  wait 
until  you  could  get  the  results  of  an  E.  coli  test  that  had  been 
taken  from  one  part  of  the  carcass.  So,  we  are  not  yet  at  that  point 
of  practicality  and  reasonability  versus  doability. 
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But  he  tells  me  that  he  is  well  within  a  year's  time  that  we  could 
develop  a  test  so  that  we  could  know  whether  we  have  a  diseased 
cow  before  we  move  to  slaughter.  You  know,  injection  from  the 
blood,  testing  the  blood.  And  if  any  evidence  of  E.  coli,  particularly 
this  strain,  has  become  evident,  then  we,  of  course,  would  not 
slaughter  the  animal.  He  says  to  me  that  we  are  well  within  a 
year's  time  that  we  could  offer  this.  To  me,  that  is  the  way  we  need 
to  go  in  addition  to  the  care  labels,  the  harm  labels,  the  instruc- 
tional information.  If  we  had  a  system  based  on  sound  science, 
then,  of  course,  we  could  eliminate  this  problem  in  the  processing. 

He  told  me  that  he  approached  the  USDA  two  years  ago,  and 
had  such  a  proposal,  and  it  was  denied  for  funding  because  in  their 
opinion  it  was  not  based  on  sound  science.  So  I  have  asked  him  to 
go  and  re-group  it,  re-present  it,  and  we  will  consider  it  for  fund- 
ing. 

Mr.  Skeen.  Well,  the  question  in  my  mind  was  can  you  detect  E. 
coli  before  slaughter?  But  what  about  after  the  slaughtering  proc- 
ess, and  I  think  that  is  where  the  scientific  question  is  in  doubt. 

Secretary  Espy.  There  is  a  test  right  now  being  applied  to  patties 
in  certain  retail  food  establishments,  a  very  popular  one,  the  most 
popular  one  in  America  has  such  a  test.  And  before  they  cook  these 
patties,  there  is  a  test.  Some  others  do  not  do  it.  This  particular 
one  in  question  did  not  do  it.  They  just  figured  they  would  cook  it, 
but  they  did  not. 

So  I  think  that  at  every  critical  time  point  we  could  then  impose 
a  test,  and  we  would  not  have  a  problem. 

CROP  INSURANCE  PROGRAM 

Mr.  Skeen.  Let  me  move  to  crop  insurance,  and  I  know  this  is  an 
issue  that  we  have  had  a  great  deal  of  discussion  about  and  contro- 
versy. 

I  note  that  in  the  report  of  the  President's  economic  plan,  "It's  A 
Vision  of  Change  for  America,"  the  savings  are  indicated  on  the 
reform  of  the  crop  insurance  program  in  two  different  categories, 
and  there  is  a  chart  on  page  123  that  says,  "Reform  crop  insurance 
through  area  yield  is  estimated  to  have  a  discretionary  savings  of 
$551  million  over  four  years."  Then  on  page  127  the  same  item  is 
attributed  to  another  savings  of  $739  million  over  four  years. 

Can  you  give  me  an  idea,  is  that  incorrect? 

Mr.  Dewhurst.  No,  sir.  It  is  not  incorrect.  The  reason  for  that  is 
because  of  the  way  in  which  the  budget  is  formulated  these  days. 
Part  of  the  costs  of  the  crop  insurance  program  are  considered  to 
be  in  the  discretionary  part  of  the  budget,  and  part  of  the  costs  of 
the  crop  insurance  program  are  considered  to  be  in  the  mandatory 
side. 

Mr.  Skeen.  In  the  mandatory  side. 

Mr.  Dewhurst.  The  discretionary  side  is  the  salaries  and  ex- 
penses we  pay  the  folks  who  run  the  program,  and  most  of  the 
commissions  we  pay  to  the  companies  that  actually  sell  the  insur- 
ance. The  mandatory  side  is  the  indemnities  that  we  pay  to  farm- 
ers who  claim  valid  losses,  and  we  make  payments. 
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So  when  you  change  the  crop  insurance  program,  you  almost 
always  have  an  effect  on  both  sides  of  the  equation,  and  the  Presi- 
dent's book,  of  course,  is  divided  between  those  things  that  are  dis- 
cretionary and  those  things  that  are  mandatory.  Therefore,  you 
will  find  crop  insurance  listed  in  several  different  parts  of  the 
budget. 

Mr.  Skeen.  Well,  the  total  savings,  though,  will  be  the  cumula- 
tive figure? 

Mr.  Dewhurst.  Yes. 

Mr.  Skeen.  The  adding  of  the  two  together. 

Mr.  Dewhurst.  Yes. 

Secretary  Espy.  Could  I  say  a  word  on  this? 

Mr.  Skeen.  Oh,  you  bet.  [Laughter.] 

Secretary  Espy.  We  have  also  done  a  lot  of  work  on  this  issue. 

Mr.  Skeen.  That  is  why  we  are  here. 

Secretary  Espy.  We  have  reached  the  point  where  we  need  to 
make  a  decision.  Either  we  are  going  to  have  it  or  we  are  not  going 
to  have  it. 

Mr.  Skeen.  That  is  correct. 

Secretary  Espy.  This  is  a  catch-22  situation,  farmers  do  not  take 
it  because  the  premiums  are  too  high.  The  premiums  are  too  high 
because  the  risk  pool  is  too  small.  The  risk  pool  is  too  small  be- 
cause they  really  realize  that  when  we  have  these  floods  and  when 
we  have  these  droughts,  that  Congress  will  respond.  Each  individ- 
ual legislator  will  tell  the  Secretary  that,  you  know,  we  want  disas- 
ter payment  protection,  and  we  give  it.  That  is  why  the  risk  pool  is 
so  small. 

So  I  would  say  either  let  us  decide — we  are  at  that  fork  in  the 
road  right  now.  Let  us  go  ahead  and  decide  to  have  an  adequate 
insurance  system,  or  just  decide  to  junk  it. 

Now,  if  we  decide  to  junk  it,  I  could  save  a  lot  of  money  in  the 
reorganization,  because  we  have  FCIC.  We  can  do  away  with  that  if 
we  decide  to  just  go  ahead  and  fund  these  disaster  payments  when 
they  occur.  If  we  decide  to  do  that,  fine. 

If  not,  let  us  go  ahead  and  design  a  system  based  on  county 
yields  and  county  averages  rather  than,  you  know,  individual 
yields  and  averages.  Let  us  reduce  it.  Let  us  expand  it  across  all 
commodities,  across  all  regions,  give  it  a  modest  premium  basis, 
and  just  go  ahead  and  do  it.  Then  once  we  have  the  disasters  we 
may  have  to  come  up  here  and  handcuff  some  legislators,  but  we 
just  will  not  have  it  to  be  offered,  because  they  did  not  involve 
themselves  in  the  insurance  program. 

Mr.  Skeen.  We  have  had  enough  legislators  handcuffed.  [Laugh- 
ter.] I  do  not  want  to  see  us  do  it  again. 

Secretary  Espy.  Wrong  use  of  words. 

Mr.  Skeen.  Wrong  use. 

Secretary  Espy.  Yes. 

CROP  insurance  program  yields 

Mr.  Skeen.  Well,  we  will  forgive  you  for  that. 

The  other  question,  too,  is  in  the  area  of  yield.  They  ought  to 
come  up  with  something  definitive  about  these  programs,  and  I 
know  that  we  have  gone  through  a  transition  of  working  the  crop 
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insurance  system  out,  and  I  am  sure  we  are  going  to  go  through 
some  more.  But  I  think  you  are  exactly  right.  We  ought  to  either 
do  something  with  it,  make  it  appropriate,  keep  it  to  scale  and 
keep  it  within  bounds,  or  go  to  the  disaster  payment  system. 

Secretary  Espy.  Yes,  sir. 

Mr.  Skeen.  And  we  are  in  the  soup  one  way  or  the  other,  but  we 
ought  to  be 

Secretary  Espy.  But  not  both. 

Mr.  Skeen.  But  not  both. 

COMPETITIVE  LOAN  RATES 

Mr.  Skeen.  I  want  to  commend  you  and  the  Clinton  Administra- 
tion for  not  proposing  farm  program  reductions  until  after  the  im- 
plementation of  the  1995  Farm  Bill.  As  you  know,  Mr.  Secretary, 
one  of  the  hallmarks  of  the  1985  and  1990  Farm  Bills  was  estab- 
lishing competitive  loan  rates  for  grains,  oilseeds,  cotton  and  rice 
while  maintaining  income  supports.  Our  current  loan  rate  for  corn 
is  $1.72/bushel  and  wheat  is  $2.45/bushel.  Do  you  think  these  loan 
rates  are  appropriate? 

Secretary  Espy.  I  do  not  have  any  immediate  plans  to  alter  loan 
rates.  I  would  certainly  agree  with  the  intentions  of  the  1985  and 
1990  farm  bills  to  help  farmers  to  respond  better  to  market  signals 
and  to  get  more  of  their  income  from  the  marketplace.  This  is  the 
right  direction  for  farm  policy.  There  are  many  more  aspects  than 
loan  rates  involved  in  setting  and  implementing  effective  farm 
policy.  We  will  review  loan  rate  and  other  policy  issues  closely  over 
the  coming  year,  particularly  as  we  gear  up  for  deliberation  of  the 
1995  Farm  Bill. 

Mr.  Skeen,  Will  you  likely  support  these  rates  for  the  1994  crop 
year? 

Secretary  Espy.  We  are  evaluating  impacts  of  alternative  loan 
rates  and  acreage  reduction  requirements  for  the  1994  crops.  How- 
ever, it  is  too  early  to  suggest  the  direction  of  loan  rates,  acreage 
reduction  requirements,  and  other  program  parameters  for  the 
1994  crops. 

FORMER  SOVIET  UNION 

Mr.  Skeen.  The  Former  Soviet  Union — FSU — is  in  arrears  on  its 
payments  to  banks  for  grain  sold  to  it.  Consequently,  the  USD  A  is 
not  offering  additional  credits.  Since  the  FSU  normally  purchases 
about  20  percent  of  our  exports,  what  does  the  Clinton  Administra- 
tion intend  to  do  about  this  lost  market? 

Secretary  Espy.  We  are  very  aware  of  the  importance  of  the  FSU 
markets  for  American  agriculture,  and  we  must  not  allow  long- 
term  market  opportunities  there  to  be  lost.  I  have  stated  that  de- 
veloping a  policy  with  respect  to  the  FSU  is  one  of  my  first  prior- 
ities as  Secretary,  and  I  can  assure  you  that  we  are  working  ex- 
tremely hard  to  identify  options  which  will  allow  U.S.  exports  to 
resume  to  these  markets.  We  will  be  working  with  others  in  the 
Administration  to  achieve  this  goal,  and  I  expect  their  cooperation 
in  this  effort.  It  is  premature  at  this  point  to  state  what  our  policy 
will  be,  but  I  am  confident  that  we  will  be  in  a  position  to  move 
forward  in  the  near  future. 
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DELANEY  CLAUSE 


Mr.  Skeen.  Recently,  the  Supreme  Court  refused  to  hear  a  case 
concerning  food  safety.  It  now  appears  that  agriculture  will  lose 
many  safe  and  effective  pesticides  because  of  the  interpretation  by 
the  Delaney  Clause  which  equates  zero-risk. 

What  does  the  Clinton  Administration  intend  to  do?  Will  you 
send  up  a  food  safety  bill  for  Congress  to  consider? 

Secretary  Espy.  The  availability  of  safe  and  effective  pesticides  is 
an  issue  of  much  concern  for  the  Clinton  Administration.  In  light 
of  the  Supreme  Court  action,  we  are  reviewing  what  steps  should 
be  taken.  At  this  time  we  have  not  decided  upon  a  course  of  action. 

NORTH  AMERICAN  FREE  TRADE  AGREEMENT   (NAFTA) 

Mr.  Skeen.  In  previous  hearings  this  year,  we  have  heard  from  a 
number  of  USDA  economists  who  have  unanimously  concluded 
that  U.S.  farmers  will  benefit  significantly  with  approval  of  this 
agreement.  Over  the  past  decade,  Mexico  has  taken  great  strides 
towards  lowing  tariffs  on  a  number  of  agricultural  exports  from 
the  U.S.  In  fact,  U.S.  agricultural  exports  to  Mexico  have  tripled  in 
the  last  five  years. 

NAFTA  is  a  cruciaj  component  in  Mexico's  trade  liberalization 
efforts.  We  need  to  ensure  that  we  have  a  friendly  ally  to  the 
South  and  that  this  policy  continues.  If  negotiations  break  down 
this  could  send  the  wrong  message  to  the  Mexican  people  as  they 
go  to  the  polls  in  1994.  Is  implementation  of  NAFTA  going  to  be  a 
top  priority? 

Secretary  Espy.  As  you  are  aware,  the  President  has  indicated 
the  Administration's  support  for  NAFTA.  We  do  intend  to  negoti- 
ate several  side  agreements  in  the  areas  of  labor,  the  environment, 
and  import  surges,  but  our  intention  is  not  to  reopen  negotiations 
on  the  NAFTA  text  itself.  I  agree  with  your  assessment  of  the  po- 
tential benefits  to  be  gained  from  expanded  trade  opportunities 
with  Mexico  and,  on  balance,  implementation  of  the  NAFTA  agree- 
ment should  be  an  overall  plus  for  American  agriculture. 

Mr.  Skeen.  How  much  progress  are  we  making  on  the  develop- 
ment of  implementing  language  from  this  Administration? 

Secretary  Espy.  Preparation  of  the  implementing  legislation  is 
being  coordinated  by  the  U.S.  Trade  Representative's  Office.  The 
Department's  Foreign  Agriculture  Service  and  Office  of  the  Gener- 
al Counsel  are  working  with  USTR  on  this.  While  it  is  difficult  to 
predict  precisely,  we  expect  the  Administration  will  begin  consulta- 
tions with  Congress  on  the  implementing  language  sometime  later 
this  spring. 

WOOL  AND  MOHAIR  PAYMENTS 

Mr.  Skeen.  President  Clinton  is  proposing  to  save  $212  million 
over  four  years  by  limiting  wool  and  mohair  subsidies  to  $50,000 
per  person.  I  want  to  tell  you  that  I  am  pleased  that  this  program 
was  not  cut  out  altogether.  As  you  know,  in  the  1990  Farm  Bill  we 
elected  to  phase  down  incentive  payments.  Now,  the  Administra- 
tion is  proposing  a  drastic  reduction  from  $125,000  to  $50,000  per 
person.  It  has  been  coming  down  $25,000  a  year.  What  effect  will 
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this  drastic  cut  have  on  those  sheep  rancherd  who  are  trying  to 
make  ends  meet  with  world  wool  prices  at  an  all  time  low? 

Secretary  Espy.  The  change  in  payment  limits  for  wool  and 
mohair  producers  would  bring  this  program  more  nearly  in  line 
with  payment  limits  established  for  other  program  commodities. 
Producers  of  program  crops  face  a  combined  limit  of  $50,000  per 
person  for  the  total  of  deficiency  payments  received  from  all  the 
program  crops  combined.  My  understanding  is  that  the  bulk  of 
wool  and  mohair  program  payments  go  to  relatively  few  large  pro- 
ducers. Since  most  sheep  producers  derive  most  of  their  income 
from  the  meat  value  of  their  sheep  rather  than  wool,  the  wool  sub- 
sidy is  only  a  modest  factor  in  terms  of  their  total  income.  Smaller 
producers  of  wool  and  mohair  will  be  unaffected  by  the  change. 

Mr.  Skeen.  I  want  to  tell  you  how  much  I  appreciate  your  re- 
sponses. 

Secretary  Espy.  Thank  you,  sir. 

Mr.  Skeen.  Thank  you,  Steve,  and  you  too,  Mike. 

Mr.  DuRBiN.  Thank  you,  Mr.  Skeen. 

Ms.  Kaptur? 

Ms.  Kaptur.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  we  certainly  warmly  welcome  you  back  up  here  to 
Capitol  Hill.  And  having  seen  your  work  on  the  Budget  Committee 
and  on  the  Agriculture  Committee,  I  know  a  fine  career  you  are 
going  to  have  over  there  at  USDA,  and  we  wish  you  all  the  success 
in  the  world. 

Welcome,  Steve,  also.  You  seem  to  come  up  with  every  panel,  you 
know.  You  are  a  very  busy  gentleman. 

Secretary  Espy.  This  is  our  cross-training  example.  Very  versa- 
tile gentleman. 

Ms.  Kaptur.  I  take  it  you  were  in  the  public  relations  depart- 
ment before,  were  you?  You  are  part  of  that  reorganization. 
[Laughter.] 

crop  insurance  system 

Ms.  Kaptur.  I  just  wanted  to  say  to  the  Secretary,  following  on 
Mr.  Skeen's  mention  of  crop  insurance  here,  probably  the  most  fas- 
cinating conversation  I  have  had  on  crop  insurance  in  the  last 
decade  weis  with,  of  all  people,  Alan  Greenspan,  who  was  a  hedger 
in  his  early  career  on  the  Chicago  Board  of  Trade.  He  has  interest- 
ing observations  on  how  one  sets  up  insurance  systems.  If  you  have 
the  opportunity  to  speak  with  him,  I  believe  his  opinions  are  a  val- 
uable insight  into  the  crop  insurance  system.  I  felt  he  had  the  best 
concept  of  how  one  would  set  up  a  true  insurance  system  with  all 
those  who  are  involved  in  risk  participating  in  that  system.  I  do 
not  want  to  get  into  it  here  this  morning,  but  nonetheless  I  thought 
he  is  the  most  thoughtful  person  I  have  ever  heard  on  the  topic, 
and  most  people  do  not  think  of  the  Fed.  as  involved  in  crops,  but 
he  certainly  has  thought  a  lot  about  finance  and  how  you  put  sys- 
tems together.  So  I  would  commend  that  to  your  attention. 

Secretary  Espy.  Right. 
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QUALIFIED  INDIVIDUALS  IN  USDA 

Ms.  Kaptur.  The  other  little  item,  parochial  in  nature,  but  none- 
theless I  am  sure  you  are  very  aware  of  this,  that  those  of  us  who 
represent  the  Midwest  are  very  interested  in  having  qualified  indi- 
viduals from  our  regions  serve  in  the  Department.  I  just  want  to 
reiterate  that  point.  We  know  that  you  have  lots  of  qualified  people 
that  you  are  looking  at,  but  our  farmers,  our  growers,  our  proces- 
sors are  very  interested  in  having  people  that  they  feel  really  un- 
derstand our  region. 

REORGANIZATION 

In  the  area  of  reorganization  that  you  were  talking  about,  the 
one  stop  shopping  for  farmers,  has  great  support  in  the  state  of 
Ohio.  I  had  a  group  of  farmers  in  to  see  me  yesterday,  who  are  wor- 
ried about  travel  time.  Their  main  concern,  however  is  expedited 
service  and  reduced  paperwork.  There  was  an  awful  lot  of  support 
from  them  for  reorganization. 

WELFARE  REFORM 

I  would  like  to  follow  on  the  Chairman's  comments  regarding  the 
Food  Stamp  Program.  I  hope  that  when  we  get  into  welfare  reform, 
that  you  would  view  your  role  as  one  that  is  not  tangential  in  that 
discussion.  I  also  hope  that  in  the  same  way  as  you  are  looking  at 
one-stop  shopping  for  farmers,  that  you  might  see  yourself  as  play- 
ing a  very  important  role  in  helping  us  to  figure  out  a  better  way 
to  coordinate  human  services  across  this  government  to  people  who 
are  truly  in  need,  with  the  objective  of  building  family  units  where 
children  have  every  chance  to  grow  up  healthy,  and  educated,  and 
as  a  result,  we  hope,  happy. 

People  on  this  committee  are  sick  of  my  hymnal  on  this.  But  I 
consider  the  WIC  program,  the  Food  Stamp  Program,  the  School 
Breakfast  and  Lunch  Programs  to  be  some  of  the  most  important 
programs  that  have  to  do  with  the  rearing  of  our  children.  I  have 
many  concerns  in  this  regard.  The  Woman's  Caucus  met  with  Sec- 
retary Shalala  last  week,  and  several  of  us  talked  about  the  coordi- 
nation of  programs  that  would  build  family,  and  why  are  they  so 
uncoordinated  in  our  own  government. 

I  can  tell  you  that  the  chief  juvenile  judge  in  my  home  county, 
and  this  is  not  an  exaggeration,  has  said  to  me,  "Marcy,  if  you  do 
anything  in  Washington,  go  back  and  get  rid  of  the  school  break- 
fast program,  because  it  is  one  of  the  most  anti-family  programs  in 
the  Government."  I  said,  "The  problem  is,  judge,  people  will  come 
to  school  hungry." 

Secretary  Espy.  Yes. 

WOMEN,  INFANTS  AND  CHILDREN  PROGRAM 

Ms.  Kaptur.  He  said,  "But  my  objective  is  to  get  the  parents  to 
feed  their  children  because  that  is  one  of  the  most  important  acts 
parents  can  perform." 

I  know  this  is  swimming  upstream  against  commonly  held  opin- 
ions by  some  in  this  city,  but  in  my  own  area,  for  example,  the 
Women,  Infants  and  Children  Feeding  Program  has  enormous  po- 
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tential.  It  does  not  connect,  however,  to  any  other  program  that 
this  government  offers,  whether  it  is  immunization  or  maternal 
health  programs,  a  multiplicity  of  drug  treatment  programs  that 
are  out  there,  programs  that  are  involved  in  helping  families  learn 
about  parenting.  The  connection  to  Head  Start  is  a  very  weak  con- 
nection. 

I  would  ask  that,  as  the  welfare  reform  effort  proceeds,  the  De- 
partment of  Agriculture  has  some  incredible  experience  under  its 
belt  and  it  should  not  just  be  a  tangential  player.  I  also  hope  that, 
with  people  you  will  assign  and  select,  the  department  can  play  an 
important  role  in  reforming  some  of  these  programs  that  we  have 
on  the  books,  but  also  look  at  people,  where  they  live. 

Secretary  Espy.  Yes. 

FEDERAL  SUBSIDY 

Ms.  Kaptur.  Look  at  these  programs  not  as  just  line  items  in  a 
Federal  budget  from  all  these  different  cabinet-level  departments, 
but  as  programs  that  really  help  to  build  family. 

Last  week  in  my  community  I  was  in  a  neighborhood  where  two- 
thirds  of  the  residents  are  single  parents.  The  vast  majority  of 
homes  in  this  particular  major  section  of  my  community  are  all  on 
some  form  of  Federal  subsidy.  And  let  me  tell  you,  that  part  of  the 
city  is  in  deep,  deep,  deep  trouble,  and  I  know  it  is  no  different 
than  Los  Angeles  or  Chicago  or  New  York  or  anyplace  else. 

You  have  a  great  ability  to  see  the  connection  between  these  pro- 
grams, and  you  are  not  wed  to  the  past,  and  I  think  the  depart- 
ment has  an  enormous  amount  to  contribute  here. 

Secretary  Espy.  If  I  could  just  respond.  I  agree  with  everything 
you  said.  I  had  a  former  district.  I  had  been  the  representative  for 
that  district  for  six  years,  but,  honestly,  it  was  poor  when  I  started 
and  it  was  poor  when  I  finished.  And  it  is  because  we  have  not  been 
able  to  see  the  forest  for  the  trees.  We  have  not  had  anyone  that 
can  stand  away  and  say,  hey,  how  can  you  combine  all  these  serv- 
ices? 

I  mean,  the  per  capita  income  in  my  district — my  former  district 
is  about  nine  or  ten  thousand  dollars  a  year.  For  every  dollar  we 
send — rather  for  every  dollar  they  send  to  the  Government,  we  send 
them  $1.36,  principally  in  the  form  of  transfer  payments  and  wel- 
fare. 

Ms.  Kaptur.  Right. 

Senator  Espy.  And  whether  it  is  WIC,  or  Food  Stamps,  or  AFDC, 
or  the  increased  AFDC  because  the  fathers  do  not  take  care  of 
their  children,  I  mean  it  is  all  a  problem,  and  it  impacts  us  right  in 
the  taxpayer  pocket. 

So  the  reason  I  wanted  to  take  this  job,  one  of  the  principal  rea- 
sons, is  because  it  has  great  potential  to  improve  the  quality  of  life 
in  these  rural  areas,  these  very  poor  areas  all  across  the  Nation. 
And  we  do  not  have  AFDC,  and  we  do  not  have  child  support  en- 
forcement, but  we  do  have  the  WIC  program  and  we  have  Food 
Stamps.  And  that  is  why  I  have  such  intense  interest  in  welfare 
reform. 

Secretary  Shalala  and  I  have  already  started  to  work  together  on 
this  Welfare  Reform  Task  Force  by  phone,  and  we  do  have  ideas. 
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The  WIC  program  is  probably  the  gateway  to  exposure  of  the  client 
community  to  a  myriad  of  social  service  functions,  because  it  starts 
at  a  prenatal  stage. 

Ms.  Kaptur.  Yes. 

Secretary  Espy.  They  come  there  first. 

Ms.  Kaptur.  Right,  they  are  identified.  We  know  who  they  are. 

Secretary  Espy.  We  know  who  they  are.  And  so  then  we  can  ask 
who  is  the  father.  So  we  can  say — when  the  child  is  born — you 
need  to  immunize  this  baby.  So  we  can  ask  about  AFDC.  So  we  can 
ask,  and  we  do  not  even  ask  now  about  these  other  things.  That  is 
a  structure  that  we  hope  to  implement. 

The  individual  that  I  have  offered  the  job  as  Assistant  Secretary 
for  Food  and  Nutrition — if  the  President  approves  this  person — will 
take  the  bull  by  the  horns  on  this  one,  I  am  quite  sure. 

Ms.  Kaptur.  Fantastic. 

Secretary  Espy.  And  if  that  person  makes  it  through  the  clear- 
ance process,  then  I  think  this  committee  will  be  well  pleased. 

Ms.  Kaptur.  And  you  will  certainly  have  the  full  support  of  this 
member  in  all  of  those  efforts,  Mr.  Secretary. 

nutrition  programs  "one-stop  shopping" 

Ms.  Kaptur.  Can  you  tell  us  the  status  of  your  discussions  with 
HHS  Secretary  Donna  Shalala  regarding  one-stop  shopping  in  nu- 
trition programs? 

Secretary  Espy.  Outreach  is  a  major  concern  for  the  food  pro- 
grams even  though  Food  Stamps  and  WIC  have  grown  in  recent 
years.  We  need  to  help  all  of  those  who  need  and  want  assistance 
while  we  improve  efficiency  and  integrity.  And  ultimately  we  want 
to  improve  the  return  on  the  Nation's  investment.  In  the  area  of 
outreach,  the  Department  has  a  program  of  grants  to  be  used  by 
organizations  targeting  hard-to-reach  low-income  groups.  The 
grants  are  designed  to  develop  and  demonstrate  effective  methods 
of  Food  Stamp  outreach  and  client  assistance  enrollment  tech- 
niques. As  you  know,  we  will  continue  with  the  School  Breakfast 
Program  outreach  grants,  WIC  outreach  and  expansion,  and  so  on. 

We  have  some  one-stop-shopping-type  initiatives  that  have  im- 
proved access,  such  as  in  Delaware  where  Food  Stamps,  AFDC,  WIC 
and  other  assistance  programs  are  operated  under  the  same  roof. 
Further,  USDA  and  HHS  staff  have  been  working  together  to  im- 
prove the  conformity  of  Food  Stamps  and  AFDC,  including  support- 
ing the  Welfare  Simplification  and  Coordination  Committee  estab- 
lished by  the  FACT  Act  of  1990.  A  coordinated  approach  could  help 
the  community  to  help  the  able  bodied  help  themselves — empower- 
ing them  to  learn  and  to  work  their  way  out  of  poverty.  Our  pro- 
grams, to  some  extent,  currently  seem  to  be  based  on  the  premise 
that  you  can  consume  your  way  out  of  poverty.  I  am  looking  for- 
ward to  working  with  the  Congress  and  those  on  the  front  lines  in 
the  States  in  these  areas.  And,  although  USDA  and  HHS  staff  have 
been  working  to  improve  program  access.  Secretary  Shalala  and  I 
have  not  had  the  opportunity  to  discuss  these  efforts  yet. 
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ALTERNATIVE  AGRICULTURAL  RESEARCH  AND  COMMERCIALIZATION 

(A  ARC) 

Ms.  Kaptur.  What  is  the  status  of  the  proposed  Midwest  Center 
on  Alternative  Agricultural  Research  and  Commercialization? 

Secretary  Espy.  On  December  23,  1992,  the  National  AARC  Center 
published  a  notice  in  the  Federal  Register  requesting  proposals  to 
host  regional  centers.  These  proposals  were  due  on  February  19, 
1993.  Approximately  20  proposals  were  received  and  the  AARC 
Center  Board  of  Directors  is  just  beginning  the  process  of  reviewing 
the  proposals.  The  Midwest  Center  has  submitted  a  proposal.  The 
ability  of  an  applicant  to  bring  together  activities  into  a  logical  re- 
gional context  will  be  considered  in  the  review  and  selection  proc- 
ess. 

GREAT  LAKES  U.S.-FLAG  VESSEL  SERVICE 

Ms.  Kaptur.  I  represent  a  community  on  the  Great  Lakes,  and 
we  on  the  lakes  are  the  fourth  seacoast  under  President  Eisenhow- 
er's designation  years  ago,  the  fourth  seacoast  of  the  United  States. 
We  do  a  lot  of  shipping  through  that  corridor  of  coal,  taconite  and 
agricultural  commodities. 

One  of  our  problems  is  that  over  the  years,  for  a  whole  variety  of 
reasons,  including  the  size  of  the  locks,  U.S.-flag  vessels  travel  the 
lakes  less  than  the  other  coasts.  We  do  not  have  private  U.S.-flag 
service  on  the  lakes.  That  puts  us  in  an  especially  difficult  position 
with  regard  to  cargo  preference  and  agricultural  commodities. 

One  of  the  issues  I  asked  one  of  your  representatives  about  earli- 
er in  the  hearings,  knowing  the  number  of  elevators  that  exist 
along  the  Great  Lakes  system,  is  there  anything  the  department 
could  do  in  the  contracting  that  occurs  to  ship  commodities  on  the 
other  coasts  to  somehow  encourage  U.S.-flag  vessel  service  at  least 
some  sort  of  service  on  the  Great  Lakes  so  we  could  move  a  prod- 
uct. 

We  are  truly  at  a  disadvantage,  and  it  is  not  just  USDA,  but 
even  DOD.  Not  one  DOD  ship  came  back  from  the  Persian  Gulf 
through  the  Great  Lakes. 

Secretary  Espy.  Yes. 

Ms.  Kaptur.  It  is  a  coast  that  is  discriminated  against,  by  an  ac- 
cumulation of  practices  over  the  years,  but  I  think  USDA,  certainly 
in  some  of  the  food  shipments  might  think  about  the  contracting 
that  you  do  with  private  shipping  carriers.  We  ask  that  you  consid- 
er that  as  a  condition  of  contract  on  the  other  coasts,  some  service 
be  required  on  the  Great  Lakes. 

I  just  plant  that  idea.  We  have  asked  some  of  the  other  people 
that  have  testified  to  report  back  to  us.  This  truly  is  a  disadvan- 
tage to  us,  and  we  are  so  close  to  market.  We  are  the  closest  to 
northern  Europe  of  any  of  the  ports  if  you  actually  look  at  travel 
time  on  water-borne  transportation  from  our  region  of  the  country. 

We  would  ask  for  your  particular  interest  in  this  area.  It  could 
help  us  a  great  deal. 

Secretary  Espy.  We  will  do  it. 

Ms.  Kaptur.  Thank  you. 
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CARGO  PREFERENCE 


Ms.  Kaptur.  How  much  does  cargo  preference  cost  in  the  ship- 
ment of  U.S.  food  aid  under  P.L.  480  and  other  government  fi- 
nanced food  programs  to  help  the  needy,  such  as  in  SomaUa? 

Secretary  Espy.  For  FY  1992,  the  cost  of  meeting  cargo  prefer- 
ence requirements  for  the  U.S.  foreign  food  assistance  programs  is 
estimated  to  have  been  about  $140  million.  This  estimate  includes 
the  cargo  preference  costs  of  the  P.L.  480  program,  the  Food  for 
Progress  Program,  and  foreign  commodity  donations  authorized 
under  Section  416(b)  of  the  Agricultural  Act  of  1949. 

Ms.  Kaptur.  What  is  the  average  difference  in  price  between 
shipment  under  internationally  competitive  rates  and  under  cargo 
preference? 

Secretary  Espy.  The  average  additional  cost  to  ship  food  aid  com- 
modities on  U.S.-flag  vessels  is  estimated  to  be  about  $22  per 
metric  ton. 

Ms.  Kaptur.  What  are  the  cost  factors  that  comprise  the  differ- 
ence? 

Secretary  Espy.  Among  the  most  important  factors  that  contrib- 
ute to  the  difference  between  U.S.  and  foreign  flag  shipping  rates 
are  labor  costs  for  U.S.  seamen,  crew  requirements,  and  vessel 
operational  costs. 

Ms.  Kaptur.  Certain  private  voluntary  organizations  have  com- 
plained about  the  inability  to  get  timely  shipments  in  their  over- 
seas hunger  programs  because  of  the  unavailability  of  U.S.  flag 
ships.  Would  USDA  object  to  a  policy  under  which  U.S.  food  aid 
shipments  can  be  sent  from  Great  Lakes  or  other  ports  of  foreign 
flag  vessels,  when  U.S.  flag  service  is  not  available  and  the  com- 
modities are  available  on  a  timely  and  lowest  cost  basis?  Would 
such  a  policy  be  helpful  for  management  of  the  food  aid  programs 
and  save  money? 

Secretary  Espy.  The  Department  supports  a  policy  of  timely  ship- 
ments for  the  foreign  food  assistance  programs.  To  the  extent  that 
U.S.  flag  service  is  not  available  at  fair  and  reasonable  rates,  the 
cargo  preference  law  does  permit  the  use  of  foreign  flag  vessels. 
This  flexibility  does  help  in  the  management  of  the  food  aid  pro- 
grams. In  the  case  of  P.L.  480  Title  II  shipments,  the  Agency  for 
International  Development — which  administers  the  Title  II  pro- 
gram— has  recently  taken  measures  to  provide  better  incentives  for 
timely  shipments  in  emergency  situations. 

NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

Ms.  Kaptur.  And,  finally,  on  NAFTA,  Mr.  Secretary,  I  am  curi- 
ous as  to  who  within  the  department  will  be  handling  the  multi- 
plicity of  questions  involving  agriculture  and  NAFTA.  We  have  so 
many  issues  for  inspection.  We  had  a  good  conversation  the  other 
day  with  the  head  of  the  Co-op  Division  about  legislation  to  create 
transnational  co-ops,  so  that  farmers  in  both  countries,  or  all  three 
countries,  could  benefit  and  not  just  be  ripped  off  by  multinational 
corporations  that  are  trying  to  pit  growers  against  one  another, 
and  farm  workers. 

I  am  curious,  who  within  USDA  is  heading  the  NAFTA  review? 
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Secretary  Espy.  Right  now  it  is  an  Acting  Under  Secretary  for 
International  Affairs  and  Commodity  Programs  area,  Joe  O'Mara. 
Joe  is  a  career  USDA  employee,  principally  involved  in  the  GATT 
negotiations  with  the  Foreign  Agricultural  Service — FAS.  But  right 
now  he  is  the  Acting  Under  Secretary  in  that  area  and  is  involved 
in  the  NAFTA  negotiations. 

Ms.  Kaptur.  Do  you  intend  to  appoint  someone  else,  Mr.  Secre- 
tary? 

INTERNATIONAL  AFFAIRS  AND  COMMODITY  PROGRAMS 

Secretary  EIspy.  Yes.  Joe  knows  he  is  acting,  and  I  have  also  put 
forward  a  name  to  the  President  for  the  new  Under  Secretary  for 
International  Affairs  and  Commodity  Programs.  This  individual 
also  realizes  that  if  he  or  she  is  appointed  then  we  will  reorganize 
under  him  or  her,  regarding  the  Farm  Service  Agency.  And  I  have 
other  ideas  on  stripping  away  from  this  function  and  establishing  an 
Under  Secretary  for  International  Affairs,  which  will  include  the 
Office  of  International  Cooperation  and  Development — OICD  and 
the  FAS  and  other  divisions  as  well.  That,  however  must  be  approved 
by  the  Congress.  But  first,  I  want  to  do  it  all  in  tandem. 

So  once  we  get  this  person  on  board,  then  we  will  go  ahead  and 
reorganize.  Once  I  get  the  proposed  reorganization  through  Con- 
gress then  I  can  create  the  Under  Secretary  for  International  Af- 
fairs. I  do  not  think  that  we  are  talking  about  anymore  money, 
really.  We  are  talking  about  essentially  the  same  program  area, 
just  transferred  over  to  the  new  under  secretary.  But  the  new  re- 
structuring will  highlight  and  emphasize  the  pursuit  of  interna- 
tional markets  in  USDA. 

Ms.  Kaptur.  I  am  glad  you  are  thinking  along  those  lines,  Mr. 
Secretary,  and  we  would  welcome  meeting  with  your  NAFTA  rep- 
resentatives when  the  time  comes,  because  for  many,  many  mem- 
bers, including  myself,  and  I  know  many  others,  agriculture  and 
NAFTA  is  really  a  lightning  rod  issue  up  here. 

Secretary  Espy.  Yes. 

NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

Ms.  Kaptur.  The  Department  has  estimated  that  the  net  gain 
from  the  NAFTA  for  agriculture  is  expected  to  be  about  $2  billion. 
Has  the  Department  done  any  studies  on  how  much  of  this  net 
gain  will  benefit  the  family  farmer  as  opposed  to  the  large  agricul- 
tural corporations? 

Secretary  Espy.  The  gains  to  U.S.  agriculture  from  the  NAFTA 
will  be  broad-based  across  most  commodities  and  regions.  Ninety- 
five  percent  of  U.S.  farms  are  either  farmer-owned  or  family  corpo- 
rations. These  farms  will  benefit  from  higher  prices  and  additional 
revenue  for  many  commodities  as  a  result  of  the  NAFTA. 

Ms.  Kaptur.  Do  you  plan  to  make  any  recommendations  to  the 
President  on  the  currently  negotiated  NAFTA  agreement?  If  so, 
what  areas  would  you  like  to  strengthen? 

Secretary  Espy.  President  Clinton  has  stated  the  Administra- 
tion's intention  to  negotiate  supplemental  side  agreements  to  the 
NAFTA  on  labor,  the  environment,  and  import  surges.  The  purpose 
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of  these  talks  is  not  to  renegotiate  or  reopen  the  NAFTA  text. 
Rather,  the  side  agreements  are  intended  to  supplement  the 
NAFTA.  The  Department  is  participating  with  other  government 
agencies  in  preparing  the  U.S.  position  in  these  three  areas  for  up- 
coming trilateral  discussions  in  mid-March.  The  Department's 
main  participation  has  been  in  the  import  surge  working  group. 

Ms.  Kaptur.  In  several  of  the  hearings  the  Subcommittee  has 
been  told  that  an  upnlated  analysis  has  been  completed  by  USDA 
on  NAFTA.  When  will  the  analysis  be  available  for  Members  of  the 
Subcommittee? 

Secretary  Espy.  The  updated  analysis  is  nearly  complete,  and  we 
anticipate  its  release  in  the  near  future.  Copies  of  the  updated 
analysis  will  be  provided  to  Congress. 

MEAT  TRANSSHIPMENTS 

Ms.  Kaptur.  We  are  very  concerned  about  the  short  and  long- 
term  consequences  to  many  of  our  agricultural  industries  here,  our 
growers,  our  farmers,  our  farm  workers.  One  of  the  examples  I 
have  of  that  is  this  problem  of  transshipment  of  meat  through 
Mexico  or  Canada.  You  were  just  talking  about  the  problems  of  in- 
spection here  in  our  country.  Can  you  imagine  what  could  be 
coming  in  here  from  elsewhere  in  terms  of  just  the  inspectors  that 
we  have  and  how  we  assure  quality?  We  really  want  to  make  sure 
that  whatever  is  in  this  agreement  is  the  best  for  everyone  on  the 
continent. 

Secretary  Espy.  I  have  already  met  with  the  Minister  of  Agricul- 
ture from  Mexico,  and  the  Minister  of  Agriculture  from  Canada, 
and  we  had  a  very  productive  meeting,  and  very,  very  informative 
conversations. 

And  with  regard  to  the  Canadian  minister,  we  talked  about  meat 
inspection,  because  I  have  concerns  right  now  with  the  Canadian 
Free  Trade  Agreement,  as  to  how  that  has  been  working  with 
regard  to  meat  inspection. 

Ms.  Kaptur.  Right. 

Secretary  Espy.  And  we  shared  some  concerns,  and  I  think  we 
will  see  some  changes  there. 

CANADIAN  FREE  TRADE  AGREEMENT 

Ms.  Kaptur.  One  of  the  real  weaknesses  in  this  agreement  is 
that  if  a  farmer  in  my  district  or  a  food  processor  wants  to  com- 
plain there  is  no  judicial  mechanism  to  get  remedy  that  would  re- 
semble anything  like  we  have  here  in  the  United  States. 

Secretary  Espy.  Right. 

Ms.  Kaptur.  There  is  no  voice  for  consumers.  I  think  this  area 
really  deserves  a  lot  of  attention. 

NAFTA  BORDER  INSPECTION  QUESTIONS 

Ms.  Kaptur.  There  is  no  adequate  tracking  system  for  truck 
loads  of  Canadian  meat  entering  the  U.S.  through  Canada  that  fail 
to  stop  for  an  inspection  nor  is  there  any  penalty  imposed  on  those 
companies.  Inspectors  also  tell  us  that  only  about  one  in  ten  trucks 
is  designated  for  product  exam.  Does  NAFTA  mean  for  Mexico 
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what  the  U.S.-Canada  Free  Trade  Agreement  has  meant  for 
Canada? 

Secretary  Espy.  First  let  me  address  your  comments  about  meat 
entering  the  U.S.  from  Canada.  Although  it  is  possible  that  some 
meat  product  entering  the  U.S.  from  Canada  may  have  avoided  in- 
spection, we  are  confident  that  the  system  for  tracking  truckloads 
of  meat  from  Canada  into  the  U.S.  is  adequate.  Fewer  than  one 
percent  of  those  truckloads  fail  to  stop  for  inspection.  We  are  work- 
ing with  Agriculture  Canada  and  the  U.S.  Customs  Service  to 
reduce  these  occurrences  and  that  companies  violating  the  law  are 
penalized. 

With  regard  to  NAFTA,  let  me  say  again,  that  the  North  Ameri- 
can Free  Trade  Agreement  would  be  similar  to  the  U.S.-Canada 
Free  Trade  Agreement  in  that  it  would  not  prescribe  inspection 
procedures  and  would  not  supersede  our  meat  and  poultry  inspec- 
tion laws.  Under  those  laws,  Mexico  must  have  an  inspection  at 
least  equal  to  ours.  Furthermore,  meat  and  poultry  products  enter- 
ing the  U.S  from  Mexico  would  be  subject  to  import  inspection  and, 
if  used  in  further  processing,  subject  to  domestic  processing  inspec- 
tion. 

Ms.  Kaptur.  What  controls  does  USDA  intend  for  Third  Party 
countries  who  ship  their  meat  through  Mexico  or  Canada  to  the 
U.S.?  Will  there  be  repackaging? 

Secretary  Espy.  NAFTA,  like  the  U.S.-Canada  Free  Trade  Agree- 
ment, would  not  supersede  our  meat  and  poultry  inspection  laws. 
There  would  be  no  change  in  the  requirement  that  countries  ex- 
porting meat  to  the  U.S.  have  inspection  controls  at  least  equal  to 
ours.  Products  from  third  party  countries  would  have  to  be  reproc- 
essed and  repackaged  under  an  "an  least  equal  to"  inspection 
system  before  they  could  be  exported  to  the  U.S. 

Ms.  Kaptur.  Whistleblowing  inspectors  have  reported  tuberculo- 
sis contaminated  carcasses  are  being  exported  to  the  U.S.  from 
Canada.  In  light  of  the  public  health  crises  surrounding  TB,  what 
is  the  Department  doing  to  control  and  test  for  this  problem? 

Secretary  Espy.  In  order  to  control  tuberculosis  contaminated 
carcasses,  Canadian  and  U.S.  inspectors  must  detect  the  disease  at 
time  of  slaughter.  Detection  of  the  disease  after  the  carcass  leaves 
the  slaughter  plant  is  not  possible.  If  detected,  the  carcass  is  usual- 
ly condemned.  However,  in  some  instances  carcasses  with  TB  are 
permitted  to  be  used  in  cooked  product,  which  would  effectively  kill 
the  bacteria. 

Ms.  Kaptur.  And  we  look  forward  to  working  with  you  on  this  in 
the  future. 

Secretary  Espy.  Thank  you.  If  we  get  clearance  for  the  Under 
Secretary  for  International  Affairs  that  I  intend  to  nominate — and 
I  have  a  name  in  mind  to  put  forward  as  Under  Secretary  from  the 
Midwest — so  we  will  do  it. 

Ms.  Kaptur.  All  right.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Secretary  Espy. 

Mr.  DuRBiN.  Thank  you. 

Mrs.  Vucanovich? 
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FARM  SERVICE  AGENCY 


Mrs.  VucANOViCH.  First,  I  would  like  to  commend  you  for  your 
stand  as  a  champion  of  rural  America.  I  would  just  like  to  remind 
you,  however,  that  rural  America  is  diverse  and  that  rural  Nevada 
is  very  different  than  rural  places  in  the  south  or  in  the  east. 

I  notice  in  your  testimony  that  one  of  your  major  proposals  will 
be  the  creation  of  a  single  Farm  Service  Agency  consisting  of  the 
Agricultural  Stabilization  and  Conservation  Service,  Soil  Conserva- 
tion Service,  the  Federal  Crop  Insurance  Corporation  and  the 
Farmers  Home  Administration.  I  was  happy  to  hear  you  say  in 
your  confirmation  hearing  that  your  priority  is  to  streamline  from 
top  to  bottom  starting  with  the  Washington  bureaucracy  first  and 
then  restructuring  the  field  offices. 

Regarding  this  new  Farm  Service  Agency,  I  have  two  questions: 

In  last  year's  appropriations  bill  we  agreed  to  create  a  new  State 
Farmers  Home  Administration  Office  for  the  State  of  Nevada. 
What  we  did  was  to  upgrade  from  a  sub-state  office  to  a  State 
office.  This  issue  is  very  important  to  my  state  and  I  would  like  to 
know  how  this  proposal  to  create  a  new  Farm  Service  Agency 
would  affect  the  decision  by  Congress  to  establish  this  new  Nevada 
State  Office. 

I  would  also  urge  you  to  appoint  a  State  Director  for  the  new 
Nevada  office  as  soon  as  possible.  Someone  who  understands  the 
issues  that  affect  Nevada. 

Secretary  Espy.  It  is  likely  that  the  combined  workload  of  the 
four  agencies  making  up  the  Farm  Service  Agency  will  be  suffi- 
cient to  justify  a  state  office  in  each  state.  Nevada  already  has  a 
State  office  for  the  Agricultural  Stabilization  and  Conservation 
Service.  The  Farmers  Home  Administration  has  set-aside  funds  in 
its  administrative  budget  to  establish  a  State  office  in  Nevada,  as 
required  by  the  Appropriations  Act  for  FY  1993.  However,  steps  to 
create  the  office  have  not  yet  been  taken  due  to  the  pending  cre- 
ation of  the  Farm  Service  Agency.  We  are  proceeding  as  fast  as  we 
can  with  our  reorganization  plans  and,  I  can  assure  you  that  posi- 
tions in  the  new  organization  will  be  filled  as  soon  as  possible. 

Mrs.  VucANOViCH.  Will  the  creation  of  this  new  Farm  Service 
Agency  include  closing  and  consolidating  USDA  field  offices  as  was 
suggested  by  former  Secretary  Madigan? 

As  far  as  Farmers  Home  goes,  will  this  new  agency  in  any  way 
change  the  jurisdiction  of  Farmers  Home  as  the  creation  of  the 
Rural  Development  Administration  did? 

Secretary  Espy.  There  will  be  office  closings  and  consolidations 
involved  in  the  creation  of  the  Farm  Service  Agency.  However,  the 
number  and  location  of  closing  and  consolidations  still  have  to  be 
worked  out. 

Whether  or  not  there  will  be  additional  jurisdictional  changes 
within  the  Farmers  Home  Administration,  I  can't  say  at  this  time. 
As  you  know,  the  creation  of  the  Farm  Service  Agency  leaves  open 
the  question  as  to  which  agency,  the  Farm  Service  Agency  or  RDA, 
should  administer  the  FmHA  housing  programs.  We  have  not  yet 
answered  that  question. 

Mr.  DuRBiN.  Mr.  Thornton? 

Mr.  Thornton.  Thank  you,  Mr.  Chairman. 
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Thank  you,  Mr.  Secretary,  for  a  splendid  presentation.  Let  me 
commend  you  on  the  aggressiveness  with  which  you  are  addressing 
some  of  the  long  developed  problems  of  duplication  of  resources. 
The  efforts  you  have  already  initiated  on  consolidating  communica- 
tion activities  is  certainly  commendable.  And  there  are  many  areas 
in  which  great  efficiencies  can  be  made,  and  many  priorities  can  be 
established,  and  I  know  you  are  working  diligently  to  attain  those. 
I  want  to  commend  you  on  that. 

Secretary  Espy.  Thank  you. 

FOREIGN  COMPETITION 

Mr.  Thornton.  In  addition,  however,  I  would  like  to  point  out 
that  there  have  been  some  good  things  happening  in  agriculture. 

Am  I  correct  that  we  closed  the  last  typewriter  plant  in  America 
last  year,  Smith-Corona,  in  New  York?  I  believe  that  is  correct,  Mr. 
Secretary. 

I  would  be  pleased  to  yield. 

Mr.  Walsh.  I  just  inherited  the  Smith-Corona  plant  in  Cortland, 
New  York,  which  just  up  and  moved  into  Mexico. 

Mr.  Thornton.  So  the  last  typewriter  plant  in  America  closed. 

In  the  ten  years  from  1970  until  the  1980s,  we  shifted  from  man- 
ufacturing better  than  80  percent  of  all  the  color  televisions  sold  in 
this  country  to  much  less  than  10  percent;  only  one  percent  of 
sound  systems.  I  believe  these  statistics  are  correct.  We  are  not 
meeting  competition  in  other  areas. 

Agriculture  remains  rather  healthy,  though.  We  are  competitive 
in  agriculture,  are  we  not,  Mr.  Secretary? 

foreign  agricultural  trade 

Secretary  Espy.  Yes,  sir.  You  know,  two  percent  of  the  nation's 
population  are  farmers  and  they  feed  98  percent  of  the  population. 
We  still  have  the  most  abundant  food  supply  at  the  lowest  level  of 
discretionary  income  in  the  world. 

Mr.  Thornton.  In  the  world. 

Secretary  Espy.  And  it  is  very  safe,  it  is  pretty  abundant,  and 
pretty  cheap. 

And  with  regard  to  our  trade  balance,  I  mean,  agriculture  is  still 
a  positive  net — it  offers  wonders  with  regard  to  our  net  balance  of 
trade — and  agriculture  is  America's  number  one  industry,  in  our 
mind. 

Mr.  Thornton.  It  may  reflect  the  usefulness  of  planning,  and  de- 
veloping partnerships,  and  policies  on  agriculture,  a  policy  for  this 
country.  These  words,  I  think,  ring  true  today.  "The  modern 
achievements  of  science,  skill  and  enterprise,  new  ideas  with  germs 
of  power  must  be  recognized  and  diligently  studied  as  they  have 
brought  and  will  continue  to  bring  daily  competition  which  must 
be  met.  If  the  world  moves  at  10  knots  an  hour,  those  whose  speed 
is  but  6  will  be  left  in  the  lurch." 

Secretary  Espy.  Are  those  your  words,  Mr.  Thornton? 

AGRICULTURAL  RESEARCH 

Mr.  Thornton.  No,  sir.  Those  are  the  words  of  Mr.  Justin  Smith 
Morrill,    130   years   ago,    in   establishing   the    land   grant   college 
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system.  Those  are  applicable,  I  believe,  today  in  a  general  way  to 
our  economic  competitiveness;  that  we  need  to  have  plans  which 
develop  public  and  private  partnerships  all  across  the  board.  And 
that  if  we  do  not  tie  our  inventive  genius  to  the  marketplace,  we 
may  indeed  be  left  in  the  lurch. 

And  the  system  of  agriculture-sponsored  research  and  teaching 
farmers  how  to  use  the  results  of  that  research  has  really  made  a 
difference  in  this  country,  has  it  not? 

Secretary  Espy.  It  certainly  has,  and  we  need  to  have  that 
system  of  research  continue. 

If  I  have  any  criticism  of  the  research,  it  is  that  we  have  not  yet 
had  a  chance  to  step  back  and  decide  how  we  will  prioritize  re- 
search across  the  nation,  and  then  decide  which  institution  will  get 
the  research  grant.  I  think  we  have  got  to  do  that  instead  of  look- 
ing at  it  as  favored  piece,  if  you  will.  We  have  not  decided  what 
will  be  the  principal  objectives  in  the  future  of  agriculture  into  the 
next  century.  Is  it  going  to  be  microbiology?  What  will  it  be?  And 
then  deciding  what  we  are  going  to  do,  where  do  we  want  to  go, 
and  then  which  university  will  get  the  research  grant. 

Mr.  Thornton.  I  think  it  is  important  also  to  recognize  that  in 
agriculture,  and  I  wonder  if  you  would  agree  with  this,  that  it  is 
not  only  desirable  to  have  solid  basic  research,  but  also  appropriate 
to  have  very  targeted  research. 

Secretary  Espy.  Yes,  sir. 

Mr.  Thornton.  And  to  have  research  on  specific  crops  or  specific 
diseases  or  specific  problems  that  may  jump  up  from  time  to  time. 
In  fact,  it  is  the  applied  research  and  the  extension  of  that  re- 
search through  cooperative  extensions  that  has  really  helped  to 
make  agriculture  strong.  Would  you  not  agree,  sir? 

Secretary  Espy.  I  would  agree  with  that. 

PEER  REVIEW  FOR  AGRICULTURAL  RESEARCH 

Mr.  Thornton.  Years  ago  I  was  up  here  as  chairman  of  the 
House  Subcommittee  on  Science  Research  and  Technology,  and  on 
the  Agriculture  Committee,  and  was  the  author  of  Title  13  of  the 
Farm  Bill,  which  included  the  first  peer-reviewed  research  for  agri- 
culture, and  it  has  grown  and  done  very  well.  I  commend  you  for 
the  suggestion  that  we  should  increase  the  competitive  grants 
under  the  National  Research  Initiative  by  $480  million  over  four 
years. 

However,  in  commending  you  for  that,  I  hope  you  do  not  mean  to 
discourage  the  importance  of  applied  research  where  it  may  be  pru- 
dently invested  in  different  areas,  such  as  at  the  Center  for — please 
forgive  me  for  parochialism — at  the  Center  of  Excellence  for  Poul- 
try at  the  University  of  Arkansas,  which  is  30  miles  or  less  from 
the  headquarters  of  Tysons  Foods.  Tyson  is  the  world's  largest  pro- 
ducer of  poultry,  and  has  contributed  millions,  mega-millions,  of 
dollars  into  the  development  of  the  poultry  center.  It  seems  to  me 
to  be  logical  that  research  in  that  area  might  well  be  funded  at 
such  a  center  of  excellence. 
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NEW  ATTITUDES  IN  USDA 


Secretary  Espy.  Mr.  Thornton,  I  again  agree  with  everything  you 
have  said,  and  I  wished  to  have  started  out  on  a  Uttle  bit  better 
footing,  to  be  honest  with  you.  As  I  got  the  call  from  our  President 
asking  me  to  come  to  be  the  Secretary  of  Agriculture,  and  even 
before  we  started  all  the  confirmation  and  investigation  and  all  of 
that,  I  set  down  a  list  of  seven  or  eight  goals  I  would  like  to  achieve 
in  my  first  year  of  service.  However,  I  had  no  idea  about  the  delay 
of  some  of  these  other  appointments. 

I  would  like  to,  and  I  had  planned  to,  enter  this  job  in  a  very 
methodical  way.  I  had  planned  to  meet  with  the  acting  deputies,  to 
talk  about  what  had  been  done;  to  meet  with  the  leadership  of  the 
subcommittees  and  the  agricultural  leadership  on  the  Hill,  to  talk 
about  where  we  want  to  go;  and,  to  meet  with  the  career  employees 
in  a  session  to  talk  about  new  attitudes  in  the  Department  of  Agri- 
culture. 

You  know  there  is  a  memo  floating  around  that  I  did  not  find,  Mr. 
Chairman,  it  said  to  the  employees,  if  you  will,  that  if  you  do  not 
have  any  business  on  the  second  floor,  then  we  do  not  want  to  see 
you  on  the  second  floor.  I  received  that  memo  anonymously.  And  so 
I  did  have  a  chance  to  have  a  talk  with  employees  and  I  said, 
listen,  this  is  a  new  day.  This  is  a  new  team.  All  of  you  who  have 
been  here  10,  15,  20  years  and  have  never  been  to  the  second  floor, 
follow  me. 

Mr.  Thornton.  Hear.  Hear. 

Secretary  Espy.  It  was  almost  like  a  pied  piper  situation.  I  mean, 
six  or  seven  hundred  employees  going  through  the  Secretary's  suite 
in  wonderment  and  amazement  of  how  it  looked.  Amazing,  amaz- 
ing, that  we  would  not  even  extend  the  hand  of  friendship  to 
people  who  have  worked  in  our  Department  for  years.  So  we  have 
taken  care  of  that. 

But  what  I  wanted  to  do  was  to  take  the  four  or  five,  or  six  or 
seven  critical  issues  in  agriculture  and  bring  together  across  the 
spectrum  academicians  and  industry  representatives,  legislators, 
environmentalists,  all  in  separate  meetings  to  discuss  this  area, 
and  then  come  out  of  each  of  these  meetings  with  a  marching  plan 
as  to  how  we  are  going  to  attack  it,  and  who  is  going  to  pay. 

And,  honestly,  microbiology  and  organoleptic  improvements  and 
sound  science  was  on  that  paper.  We  would  have  had  such  a  meet- 
ing hopefully  by  now.  Regrettably  however,  the  chain  of  human 
events  got  ahead  of  us,  and  then  we  had  to  go  and  attack  that  one 
first.  But  we  have  six  or  seven  other  areas  that  we  want  to  get  to. 
And  just  as  soon  as  we  get  our  folks  on  board  you  will  start  seeing 
immediate  action  on  these  four  or  five  different  areas,  with  re- 
search first. 

Mr.  Thornton.  You  understand  my  point.  And  I  want  to  con- 
gratulate you  on  that  attitude  and  that  expression  of  interest. 

I  just  wanted  to  make  the  point  for  the  record  that  the  Coopera- 
tive State  Research  Service  has  done  a  good  job  in  identifying  local- 
ized areas  that  need  to  be  given  attention.  I  hope  that  you  will  con- 
tinue to  recognize  the  importance  of  targeted  or  applied  research 
as  well  as  in  strengthening  basic  research  within  the  department. 

Secretary  Espy.  Thank  you. 
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Mr.  Thornton.  Thank  you. 

Mr.  DuRBiN.  Thank  you,  Mr.  Thornton. 

Mr.  Walsh?      ' 

Mr.  Waish.  Thank  you,  Mr.  Chairman. 

Mr.  Walsh.  Mr.  Secretary,  welcome. 

Secretary  Espy.  Thank  you,  Mr.  Walsh. 

Mr.  Walsh.  We  are  all  very  proud  of  you.  As  a  former  member 
of  the  authorizing  committee  I  enjoyed  working  with  you  and  I 
want  you  to  know  that  I  support  your  goals.  I  have  been  very  im- 
pressed with  what  you  have  said  and  done  so  far  and  I  really  look 
forward  to  working  with  you  in  the  future. 

I  am  delighted  about  your  comments  regarding  the  studies  and 
plans  that  have  been  put  in  place  by  former  Secretary  Madigan 
and  I  am  glad  to  see  that  a  lot  of  that  work  will  not  be  for  naught, 
that  it  will  be  used  and  helpful  to  you. 

I  have  a  couple  of  specific  questions  for  you. 

CROP  e^surance  versus  disaster  relief 

We  talked  earlier  about  crop  insurance  versus  disaster  relief  and 
I  think  everyone  agrees  that  we  have  to  fish  or  cut  bait  on  that 
one.  We  have  to  make  a  decision  and  I  believe  that  human  nature 
is  such  that  Congress  will  always  feel  compelled  to  react  to  natural 
disasters.  No  matter  how  many  handcuffs  we  get  put  on  us,  we 
have  to  respond  to  our  constituents  and  I  am  a  firm  believer  in 
human  nature.  It  is  tough  to  change.  You  cannot  legislate  change 
and  we  are  subject  to  it  here,  too. 

So  if  there  is  a  disaster  in  our  district,  we  are  going  to  want  to 
come  to  you  and  to  the  administration  for  help. 

For  that  reason,  I  just  think  that  crop  insurance  is  something 
that  we  cannot  afford  in  the  face  of  the  need  to  deal  with  disasters. 
That  money  could  be  better  si)ent  to  deal  with  those  natural  dis£is- 
ters  that  are  going  to  occur.  And  so  if  I  were  to  state  my  prefer- 
ence, it  would  be  for  continued  disaster  relief. 

One  of  the  things  that  I  am  concerned  about  with  the  disaster 
relief  program  is  that,  for  example,  in  New  York  this  year,  we  had 
a  corn  crop  failure  of  great  proportions.  Although  much  of  the  rest 
of  the  country  had  a  bumper  crop,  we  in  upstate  New  York  had  a 
very  poor  corn  crop.  Many  of  our  farmers  had  extremely  low-test 
weight  corn  and  since  quality  is  not  a  factor  in  determining  eligi- 
bility for  disaster  relief,  our  fairness  were  unable  to  qualify  for 
Federal  disaster  gissistance. 

We  have  had  a  tremendous  amount  of  moisture,  so  there  was  a 
heavy  moisture  content  in  the  com,  a  great  deal  of  mold  in  the 
corn  because  of  the  moisture,  and  it  has  put  a  tremendous  amount 
of  pressure  on  not  only  grain  farmers  but  also  dairy  farmers  who 
feed  their  cattle  that  corn. 

grain  quality  disaster  relief  factor 

And  so  I  would  like  to  for  the  record  suggest  that  quality  of  the 
grain  be  taken  into  consideration  as  a  factor  whenever  we  deal 
with  disaster  relief. 

On  the  subject  of  dairy,  since  that  is  a  major  part  of  our  indus- 
try, and  by  the  way,  people  wonder  why  anyone  from  New  York 
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would  be  interested  in  agriculture,  but,  believe  it  or  not,  agricul- 
ture is  our  number  one  industry. 

DAIRY  PRICE  SUPPORT  PROGRAM 

I  would  just  like  to  get  a  general  feeling  for  your  position  and 
the  administration's  position  on  the  dairy  price  support  program 
and  where  you  see  that  headed. 

Secretary  Espy.  I  will  be  in  Minnesota  tomorrow  and  I  am  sure 
that  these  questions  will  come  up. 

I  am  generally  in  support  of  the  dairy  program.  We  know  that 
there  are  some  problems  that  still  must  be  resolved,  principally  the 
marketing  orders  are  areas  where  we  need  improvements,  particu- 
larly with  regard  to  the  geography — the  differing  impact  of  geogra- 
phy on  pricing  in  the  milk  order  structure.  That  is  a  problem  and 
that  must  be  resolved. 

I  need  the  good  wishes  of  the  Congress  in  order  to  do  it,  to  make 
sure  that  the  Wisconsin  dairyman  is  different  from  the  New  York 
dairyman.  It  is  different.  So  we  just  need  your  help  on  it.  But  in 
general,  I  think  it  is  an  element  of  the  Farm  Bill  that  will  continue 
until  the  1995  discussion  but  I  hope  that  we  could  reach  in  and  re- 
structure some  of  the  geographical  differences. 

Mr.  Walsh.  You  would  seek  continued  discussion  about  the 
market  order  structure  but  as  far  as  the  dairy  support  price  pro- 
gram as  it  stands  now,  you  do  not  see  any  dramatic  shift  towards 
perhaps  a  supply  management  program  before  the  1995  Farm  Bill? 

Secretary  Espy.  I  do  not. 

Mr.  Walsh.  What  specific  actions  are  you  planning  to  take  to 
ensure  stability  for  dairy  farmers? 

Secretary  Espy.  Specific  actions  have  not  yet  been  determined. 
However,  we  will  review  various  administrative  steps  which  can  be 
taken,  including  more  effective  use  of  export  programs  and  other 
programs  geared  towards  expanded  markets  and  improved  incomes 
for  dairy  producers. 

Mr.  Walsh.  Thank  you. 

DAIRY  EXPORT  INCENTIVE  PROGRAM 

In  regard  to  the  Dairy  Export  Incentive  Program,  that  program 
was  aggressively  used  last  year  to  keep  the  price  of  dairy  products 
up  when  we  had  a  fairly  substantial  increase  in  production.  With 
current  forecasts  indicating  that  the  price  farmers  receive  for  milk 
and  dairy  products  will  be  lower  this  year. 

Do  you  see  the  use  of  the  DEIP  again  to  keep  the  price  reasona- 
ble for  the  family  dairy  farmer? 

Secretary  Espy.  Let  me  turn  to  Steve  to  help  me  out  on  that  one. 

Mr.  Dewhurst.  I  just  do  not  know  if  you  have  had  enough  time 
to  make  a  decision  on  that. 

Secretary  Espy.  And  I  hesitate  to,  to  be  honest,  at  a  hearing  like 
this  because  whatever  I  would  say  or  do  on  that  one  would  cause 
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some  heartburn  and  some  wallet  reductions  before  morning.  So  I 
would  hesitate  to  respond  to  that  one. 

Mr.  Walsh.  Last  year,  aggressive  utilization  of  the  Dairy  Export 
Incentive  Program — DEIP — was  a  significant  factor  in  propping  up 
milk  prices.  The  NMPF  estimated  that  the  program  increased  milk 
prices  by  55  cents  per  hundredweight.  With  milk  prices  for  farmers 
forecasted  to  be  significantly  lower  this  year,  is  USDA  going  to  con- 
tinue to  aggressively  utilize  export  programs  such  as  DEIP  to 
strengthen  milk  prices  for  dairy  farmers? 

Secretary  Espy.  Last  month,  the  Department  announced  alloca- 
tions for  exports  of  milk  powder,  butterfat,  and  certain  types  of 
cheeses  under  the  DEIP  during  calendar  year  1993.  The  program  is 
moving  forward,  and  we  expect  it  will  continue  to  provide  higher 
prices  and  other  benefits  to  America's  dairy  farmers  as  it  did  last 
year. 

REA  SUBSIDY  LOAN  REDUCTIONS 

Mr.  Walsh.  Lastly,  the  president  has  suggested  some  reductions 
in  the  REA  in  terms  of  subsidies  on  the  loans.  Many  people  feel 
that  the  REA  has  outlived  its  usefulness,  that  it  was  established 
back  in  the  thirties  to  provide  electricity  to  rural  areas.  Today 
rural  areas  have  electricity  and  I  am  concerned  about  some  major 
telecommunications  companies  who  have  been  receiving  subsidized 
loans. 

Do  you  think  we  should  go  farther  than  what  the  president  has 
proposed  in  reducing  the  cost  of  REA  or  do  you  think  he  has  gone 
far  enough? 

Secretary  Espy.  Again,  a  very  good  question.  I  think  we  need  the 
REA.  I  do  not  believe  that  the  Rural  Electrification  Administra- 
tion— REA  has  outlived  its  usefulness,  but  I  do  think,  that  its 
mission  can  be  reformed  and  extended  and  we  should  seek  additional 
goals  for  the  REA. 

What  we  would  like  to  do  inside  of  this  particular  reform  propos- 
al is  to  really  move  toward  a  target  based  program  where  we  would 
"hold  harmless,"  if  you  will,  a  $25  million  subsidized  loan  pool  for 
those  who  are  truly  needy,  and  where  have  we  heard  that  expres- 
sion before? 

But  for  those  who  are  truly  needy,  there  would  be  a  security 
safety  net,  of  sorts,  of  a  subsidized  loan  pool  that  they  could  draw 
from.  Anything  beyond  this  $25,000,000  would  have  to  have  an  in- 
terest rate  based  on  Treasury  rates  and,  therefore,  the  subsidiza- 
tion would  no  longer  be  necessary.  That  will  save  the  government  a 
bunch  of  money  right  there. 

But  to  say  that  we  no  longer  need  the  REA,  I  think  is  beyond  my 
thinking.  I  am  from  an  area  of  the  country  which  again  is  very 
poor  and  there  are  many  citizens  without  running  water.  Many, 
many.  And  even  though  we  come  here  today  and  ask  for  money  for 
water  system  construction  and  sewer  system  construction  under  an 
emergency  and  a  stimulus  package,  I  really  hope  that  we  can  fash- 
ion a  whole  program  where  the  REA  can  offer  water  loans  to  sewer 
and  water  associations  that  would  not  impose  great  cost  to  the  gov- 
ernment. Also,  that  there  could  be  a  market  program,  a  bond  pro- 


88 

gram,  if  you  will,  that  could  be  structured,  maybe  fashioned  by  the 
REA. 

So  that  President  Roosevelt's  mission  of  electrification  across  the 
country  could  be  complemented  by  our  program  of  providing  water 
for  every  American  inside  his  or  her  home. 

It  just  surprised  me  how  many  areas  are  without  running  water. 
In  my  district,  my  former  district,  it  would  have  taken  10  or  $12 
million  just  in  a  few  areas  alone  to  do  this.  So,  I  really  hope  that 
we  could  create  this  "hold  harmless"  pool  of  money,  as  well  as,  also 
improve  the  goal  and  the  vision  of  the  REA  to  accommodate  some 
of  our  continuing  needs. 

ELIMINATION  OR  REFORMING  THE  RURAL  ELECTRIFICATION 

ADMINISTRATION 

Mr.  Walsh.  While  I  welcome  the  Administration's  decision  to 
eliminate  loan  subsidies  on  most  REA  loans  by  increasing  loan  in- 
terest rates  to  Treasury  rates,  there  are  many  taxpayers  who  be- 
lieve the  agency  has  achieved  its  mission  and  outlived  its  useful- 
ness. Press  reports  have  referred  to  the  Rural  Electrification 
Agency  as  one  of  these  ageless  bureaucratic  programs  that  Con- 
gress can  never  stop  funding  and  many  lawmakers  have  called  for 
the  elimination  or  reforming  of  the  Agency.  Do  you  think  that 
more  structural  reform  of  REA  is  required  and  do  you  believe  that 
the  REA  program  has  outlived  its  usefulness  and  should  be  elimi- 
nated? 

Secretary  Espy.  The  REA  has  been  a  remarkably  successful  pro- 
gram that  has  contributed  immensely  to  the  economic  viability  of 
rural  America.  The  vast  majority  of  rural  areas  now  have  basic 
electric  and  telephone  service  and  new  loans  are  being  used  mostly 
for  the  improvement  or  upgrading  of  such  service. 

Although  we  are  proposing  reduced  subsidies,  we  are  not  casting 
aside  a  very  efficient  organization.  REA  will  continue  to  make  im- 
portant contributions  to  rural  development  particularly  in  working 
with  its  borrowers  to  encourage  them  to  invest  in  rural  develop- 
ment projects.  We  are  also  examining  the  possibility  of  expanding 
REA's  mission  to  encompass  today's  needs,  such  as  improved  tele- 
communications to  insure  that  rural  areas  have  the  capability  to 
compete  in  today's  economic  environment.  Further,  we  think  REA 
can  assist  in  providing  the  same  linkages  to  enhance  rural  educa- 
tion and  medical  services.  REA  is  presently  implementing  the  Dis- 
tance Learning  and  Medical  Link  program  and  we  are  anxious  to 
see  this  new  effort  succeed. 

CROP  INSURANCE  PROGRAM 

Mr.  Walsh.  As  you  are  well  aware  the  Federal  Crop  Insurance 
suffers  from  low  farmer  participation  and  the  program  has  consist- 
ently lost  money.  Most  lawmakers  would  agree  that  a  crop  insur- 
ance program  cannot  be  viable  as  long  as  there  is  the  promise  or 
expectation  of  disaster  payments.  If  disaster  payments  are  made 
available  to  all  producers  whenever  widespread  disaster  strikes, 
then  a  strong  argument  can  be  made  that  we  don't  need  a  crop  in- 
surance program.  How  do  your  proposed  crop  insurance  reform 
proposals  deal  with  this  problem? 
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Secretary  Espy.  Mr.  Walsh,  we  cannot  guarantee  that  Congress 
will  not  continue  to  provide  disaster  payments  year  after  year,  de- 
spite reforms  in  the  crop  insurance  program.  However,  area  wide 
coverage  should  reduce  the  premium  costs  to  the  producers  by 
broadening  the  base  of  risk,  much  like  a  group  health  policy  re- 
duces cost,  and  this  may  increase  participation.  The  area  wide  cov- 
erage will  also  permit  us  to  eliminate  the  loss  adjustment  function 
which  will  reduce  the  overall  cost  of  the  program.  If,  on  the  other 
hand,  disaster  payments  were  made  permanent,  it  would  be  diffi- 
cult to  justify  continuing  the  crop  insurance  program.  However, 
the  Federal  costs  for  disaster  payments  would  exceed  those  for  crop 
insurance  for  comparable  levels  of  coverage. 

president's  deficit  reduction  proposal 

Mr.  Walsh.  As  Congress  and  the  nation  debate  the  merits  and 
shortcomings  of  the  President's  deficit  reduction  proposal  there 
will  undoubtedly  be  more  pressure  on  USDA  to  come  up  with  more 
spending  cuts.  If  faced  with  the  unpleasant  task  of  being  forced  to 
make  deeper  cuts  where  would  you  (the  Administration)  make 
them?  Commodity  programs?  REA? 

Secretary  Espy.  The  President  along  with  0MB  will  have  to 
make  a  judgment  as  to  whether  additional  spending  cuts  should  be 
considered.  In  this  case  USDA,  as  well  as  many  other  government 
program  cuts  would  have  to  be  reassessed.  As  I  have  indicated  in 
my  statement,  our  farmers  have  already  given  a  lot  and  they 
should  be  very  proud  of  their  contribution  and  what  they  do  to  pro- 
vide abundant  food  and  fiber  in  this  country.  They  should  be  made 
to  realize  that  their  contribution  has  been  recognized  by  this  ad- 
ministration. As  far  as  commodity  programs,  I  am  not  in  favor  of 
taking  additional  cuts  in  this  area  under  the  current  Farm  Bill  at 
this  time.  I  believe  there  are  many  other  options  that  must  be  con- 
sidered before  we  begin  to  focus  on  whether  we  should  make  any 
additional  cuts  in  commodity  programs.  Also,  with  regard  to  REA, 
it  has  already  been  targeted  for  reductions  by  removing  the  loan 
subsidy  and  having  such  loans,  in  the  future,  be  made  at  interest 
rates  that  are  based  on  current  Treasury  rates. 

MARKET  PROMOTION  PROGRAM 

Mr.  Walsh.  As  you  undoubtedly  know.  New  York  farmers  grow 
apples,  potatoes,  and  a  variety  of  other  specialty  crops.  Export  mar- 
kets are  very  important  to  our  growers.  However,  farmers  must 
often  overcome  unfair  trade  barriers  and  compete  against  heavily 
subsidized  agricultural  products.  While  testimony  yesterday  clearly 
acknowledged  the  need  for  reform  in  the  Market  Promotion  Pro- 
gram, I  believe  that  MPP  and  other  export  programs  have  been  im- 
portant for  opening  up  and  expanding  overseas  markets,  particu- 
larly for  high  value,  consumer-ready  products.  What  are  your  views 
on  the  Market  Promotion  Program  and  do  you  support  full  funding 
of  the  program  at  this  year's  level  of  $148  million? 

Secretary  Espy.  The  MPP  can  make  an  important  contribution  to 
our  efforts  to  develop  overseas  markets  for  our  agricultural  com- 
modities and  products,  and  this  is  particularly  true  for  value-added 
products.  However,  the  program  needs  to  be  administered  effective- 
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ly,  and  we  will  be  working  to  ensure  that  it  does.  If  we  are  going  to 
use  taxpayers'  funds  for  our  programs,  it  is  imperative  that  these 
funds  are  well  spent.  The  President's  deficit  reduction  proposals 
call  for  a  continuation  of  MPP  at  the  current  level  of  $148  million. 

AGRICULTURAL  ENVIRONMENTAL  PROGRAM 

Mr.  Walsh.  What  do  you  see  as  the  major  environmental  prior- 
ities of  your  agency  and  do  you  foresee  more  emphasis  and  funding 
being  given  to  agricultural  environmental  programs  under  a  Clin- 
ton Administration? 

Secretary  Espy.  Agricultural  environmental  programs  will  be 
given  a  high  priority  within  the  Department.  I  support  environ- 
mental practices  and  am  an  advocate  for  CRP-type  programs  in- 
cluding the  Wetland  Reserve  Program.  I  also  want  to  play  the  role 
of  an  honest  broker  within  the  Department  for  certain  environ- 
mental programs  that  up  to  now  have  not  been  given  very  much 
visibility  in  USDA.  I  am  an  advocate  of  conservation  compliance 
and  want  to  do  all  that  I  can  within  available  resources  to  help 
farmers  install  their  conservation  compliance  plans  in  a  timely 
manner.  Finally,  I  strongly  support  research  and  feel  that  improv- 
ing certain  technologies  will  have  a  direct  and  positive  impact  on 
the  environment.  All  of  these  activities  will  be  emphasized  in  the 
Department  and  hope  that  sufficient  funds  are  appropriated  to 
ensure  their  success. 

Mr.  Walsh.  While  I  recognize  the  need  to  reorganize  and  restruc- 
ture the  Department  of  Agriculture,  I  am  concerned  that  the  deci- 
sion to  form  a  new  farm  service  organization  will  have  unintended 
consequences.  In  particular,  if  ASCS,  SCS,  and  FmHA  are  consoli- 
dated, there  is  concern  that  the  new  agency  will,  over  time,  not  be 
able  to  devote  the  same  resources  to  ag  environmental  programs, 
i.e.  the  missions  of  current  SCS  and  ASCS  environmental  programs 
will  be  subordinated  to  the  mission  of  the  new  agency,  and  that 
pressure  will  grow  for  ceding  to  EPA  more  and  more  authority 
over  environmental  programs.  What  do  you  think  about  this  possi- 
bility and  do  you  think  that  the  environmental  zealousness  of 
many  officials  in  the  Clinton  administration  will  negatively  impact 
farmers? 

Secretary  Espy.  As  I  stated  previously,  I  am  an  advocate  for  envi- 
ronmental practices  and  have  no  intention  of  subordinating 
USDA's  environmental  programs  to  other  federal  agencies.  The 
new  farm  service  organization  will  retain  a  strong  capacity  to  deal 
with  environmental  and  conservation  issues  impacting  agriculture. 
I  support  many  of  USDA's  activities  that  benefit  the  environment 
including  conservation  compliance,  the  Conservation  Reserve  Pro- 
gram, and  the  Wetlands  Reserve  Program  and  I  want  to  see  these 
programs  adequately  funded. 

NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

Mr.  Walsh.  There  is  a  great  deal  of  concern  in  my  district  about 
the  NAFTA  agreement.  Do  you  foresee  any  minor  modifications  to 
NAFTA's  agriculture  provisions  being  made  in  any  of  the  supple- 
mental agreements  to  the  NAFTA  accord  that  the  Clinton  Admin- 
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istration  will  be  negotiating — for  example,  food  safety,  pesticides, 
the  sugar  provisions? 

Secretary  Espy.  The  President  has  stated  that  he  intends  to  nego- 
tiate supplemental  side  agreements  to  the  NAFTA  on  labor,  the  en- 
vironment, and  import  surges.  He  has  also  stated  that  he  does  not 
want  to  reopen  the  NAFTA  text.  It  is  anticipated  that  the  side 
agreements  will  supplement  but  not  alter  the  NAFTA  as  currently 
negotiated.  On  this  basis,  we  do  not  anticipate  modifications  to  the 
NAFTA  accord. 

With  respect  to  the  concerns  of  your  agricultural  constituents, 
let  me  assure  you  that  the  Department  of  Agriculture  will  be  fully 
involved  in  monitoring  Mexico's  compliance  with  the  NAFTA  pro- 
visions to  ensure  a  smooth  implementation  of  the  agreement — espe- 
cially in  areas  concerning  the  special  agricultural  safeguards,  the 
elimination  of  section  22  quotas  on  Mexican  products,  and  the  spe- 
cial provisions  on  sugar.  We  expect  to  participate  in  the  Committee 
on  Agricultural  Trade,  which  is  responsible  for  monitoring  and 
implementing  the  NAFTA  agricultural  provisions,  as  well  as,  the 
Committee  on  Sanitary  and  Phytosanitary  Measures. 

Mr.  Walsh.  What  agricultural  geographic  regions  will  benefit  or 
be  negatively  impacted  by  this  accord? 

Secretary  Espy.  We  expect  broad  economic  benefits  from  the 
NAFTA  for  all  regions  of  the  country.  Border  areas  are  likely  to 
see  the  greatest  benefits  from  expanded  trade  and  economic  activi- 
ty, but  may  also  feel  more  competition  in  certain  commodities  from 
increased  Mexican  exports. 

Mr.  Walsh.  What  about  the  Northeast  region?  New  York? 

Secretary  Espy.  The  Northeast  region,  given  its  distance  from  the 
Mexican  border,  is  likely  to  be  less  affected  by  the  NAFTA  than 
border  regions.  However,  we  anticipate  gains  in  exports  that  are 
important  to  the  Northeast  region — for  example,  dairy  products 
and  fruit.  New  York,  the  third  largest  U.S.  dairy  and  apple  produc- 
er, can  expect  to  see  growing  market  opportunities  for  these  prod- 
ucts in  a  liberalized  Mexican  market. 

Mr.  Walsh.  Thank  you.  No  more  questions. 

Mr.  DuRBiN.  Thank  you,  Mr.  Walsh. 

Ms.  DeLauro? 

Ms.  DeLauro.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Secretary.  It  has  been  quite  a  morning  for  me  so 
far.  As  you  know  and  my  colleagues  know,  I  am  from  Connecticut 
and  we  have  some  agricultural  interests  but  I  was  born  and  raised 
in  New  Haven  and  represent  an  area  that  is  mostly  urban  though  I 
have  two  new  towns  that  are  more  rural. 

But  for  me  the  discussion  about  crop  insurance  and  a  variety  of 
the  other  areas  has  been  very  good  to  be  an  observer  and  very, 
very  interesting. 

Also  I  would  make  this  observation.  I  think  that  your  open  and 
free  discussion  and  thoughtfulness  and  reflectiveness  on  some  of 
these  issues  is — and  do  not  get  me  wrong,  there  will  be  tough  ques- 
tioning on  both  sides  of  the  aisle — ^but  I  think  if  one  can  look  at 
folks'  demeanor  that  you  can  get  a  sense  of  a  tremendous  amount 
of  respect  you  have  gained  in  such  a  short  period  of  time  with  what 
you  have  tried  to  accomplish,  given  some  extenuating  circum- 
stances. 
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Secretary  Espy.  Thank  you. 

NATIONAL  RESEARCH  INITIATIVE 

Ms.  DeLauro.  So  I  compliment  you  for  that. 

I  have  a  couple  of  questions  that  piggyback  a  little  bit  on  my 
colleague  Mr.  Thornton's  questions  which  have  to  do  with  the 
research  effort  and  the  National  Research  Initiative. 

Your  testimony  talks  about  $480,000,000  over  the  next  four 
years.  I  may  have  gotten  this  wrong  but  I  think  in  the  "Vision  for 
Change,"  the  publication  of  the  President's  plan,  it  states  that  the 
NRI  will  be  increased  by  $188  million  over  the  next  four  years.  I  do 
not  know  if  it  is  188  or  480  million. 

Steve? 

Mr.  Dewhurst.  The  reason  is  because  in  the  President's  book, 
that  is  an  outlay  number.  We  are  asking  for  $488  million  over  time 
in  new  budget  authority.  The  money  gets  spent  out  over  years  after 
the  grants  are  made  so  the  outlay  number  tends  to  be  lower. 

NRI  versus  CSRS  GRANTS 

Ms.  DeLauro.  Okay.  Thank  you. 

Can  you  for  me,  just  again  by  way  of  information  for  myself,  talk 
a  little  bit  about  the  difference  between  the  NRI  and  the  Coopera- 
tive State  Research  service  grants? 

What  is  the  difference  between  those  plans? 

Mr.  Dewhurst.  The  Cooperative  State  Research  Service — CSRS — 
makes  grants  really  in  three  ways,  at  least  the  way  I  see  it.  It 
makes  basic  formula  grants  to  land  grant  institutions  that  are 
based  on  a  legal  formula  that  Congress  specifies.  The  appropriated 
money  we  give  out  supports  the  institutions  in  the  work  that  they 
carry  out. 

Ms.  DeLauro.  In  the  work  that  they  are  doing.  Okay. 

Mr.  Dewhurst.  We  then  also  make  grants  which  go  under  vari- 
ous names  but  one  vernacular  is  "special  grants."  Those  tend  to  be 
targeted  grants.  They  tend  to  be  somewhat  more  in  the  applied  cat- 
egory than  in  the  basic  category  and  they  are  essentially  awarded 
sometimes  under  a  competitive  kind  of  scheme  and,  frankly,  some- 
times at  the  specific  direction  of  the  Congress  to  provide  a  certain 
grant  to  a  certain  university  or  a  certain  recipient. 

And  then  we  have  what  we  call  competitive  grants  which  are  a 
peer  reviewed  system,  as  Mr.  Thornton  talked  about,  where  we 
have  a  pot  of  money  and  we  identify  basic  areas  of  work  that  the 
department  thinks  should  be  done.  That  work  goes  out  on  a  com- 
petitive bid  and  scientists,  any  scientist  from  any  university,  from 
the  Federal  Government  or  private  industry,  who  wants  to  compete 
for  that  money  and  meet  the  needs  at  the  lowest  cost  with  the  best 
science  can  compete  for  that  money. 

That  program  tends  to  be  more  oriented  toward  the  basic  side  of 
the  ledger  than  the  applied  side  of  the  ledger. 

There  is  always  some  competition  and  some  tension  in  the  three 
categories  and  if  one  category  goes  up  and  another  goes  down, 
some  folks  are  concerned  and  some  folks  are  happy.  But,  that  is 
sort  of  what  we  live  with  in  the  current  budget  and  you  cannot 
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keep  them  all  growing  at  the  same  rate  all  the  time.  At  some  point 
there  has  to  be  some  trade-offs. 

CSRS  GRANT  REDUCTIONS 

Ms.  DeLauro.  What  was  the  basis  of  your  decision  cutting  back 
the  cooperative  state  research  service? 

Was  it  the  peer  review  piece  that  was  influential? 

How  did  you  come  to  the  conclusion  that  you  had  to  pull  back  on 
that? 

Mr.  Dewhurst.  I  think  it  is  fair  to  say,  and  Mr.  Durbin  will  tell 
me  if  it  is  fair  to  say,  that  the  executive  branch  over  time  has 
tended  to  favor  a  peer  reviewed,  competitive  kind  of  system  for  re- 
search. 

The  Congress  has  also  supported  that  but  the  Congress  has  also 
asked  us  to  make  some  very  specific  grants  to  specific  folks  and  ex- 
ecutive branch  budgets  have  tended  to  treat  those  as  lower  priority 
and  not  recommended  their  continuing  funding. 

So  when  you  see  recommendations  in  the  budget  for  elimination 
of  lower  priority  research,  you  are  talking  about  the  targeted  kind 
of  research  that  frankly  gets  written  up  as  pork  barrel  research  in 
a  lot  of  cases  and  that  is  where  the  tension  is  in  the  system. 

competing  for  CSRS  GRANT  FUNDING 

Ms.  DeLauro.  In  terms  of  the  opportunity  for  some  of  these,  will 
the  opportunity  be  available  for  these  centers  to  compete  for  the 
funding  that  will  be  available? 

Mr.  Dewhurst.  Historically,  about  60  percent  of  the  competitive 
research  grants  are  made  to  land  grant  institutions  who  also  bene- 
fit from  the  other  programs  I  described. 

Ms.  DeLauro.  I  see. 

Mr.  Dewhurst.  So  many  of  those  universities  and  centers  are 
well  equipped  to  compete  for  that  money. 

Ms.  DeLauro.  And  how  long  will  it  be  before  there  is  informa- 
tion on  the  basis — the  regulations,  et  cetera,  for  competition  for  the 
money?  Or  will  the  regulations  stay  the  same  as  they  currently 
have  been  for  the  NRI  program? 

Mr.  Dewhurst.  My  understanding  is  we  have  basic  regulations 
in  place  that  set  the  rules  of  the  game  and  what  forms  you  have  to 
file  and  what  information  you  have  to  provide. 

What  you  will  find  in  the  details  of  the  budget  when  it  comes  up 
is  sort  of  a  programmatic  description  of  where  the  needs  are,  what 
sort  of  programmatic  emphasis  and  folks  will  have  to  then  combine 
the  programmatic  needs  with  the  technical  requirements  and  make 
their  offers. 

Ms.  DeLauro.  Okay.  Thank  you. 

Mr.  Thornton.  If  the  gentlewoman  would  yield? 

Ms.  DeLauro.  Absolutely. 

TARGETED  RESEARCH 

Mr.  Thornton.  I  thank  you  for  yielding. 

My  concern,  and  I  really  appreciate  your  picking  up  on  this  and 
carrying  it  forward  in  detail  because  indeed  the  strength  of  the 
land  grant  system  was  in  its  focus  on  targeted  research,  on  moving 
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ideas  from  the  laboratory  into  the  marketplace  and  there  has  been, 
indeed,  a  tension  between  those  who  think  that  the  basic  science  is 
all  that  is  important  and  no  one  needs  worry  about  whether  that 
can  be  distributed.  And  those  who  believe  that  our  economic  suc- 
cess is  dependent  upon  moving  the  results  of  scientific  discovery 
into  the  marketplace. 

And  so  I  just  want  to  go  on  record  as  supporting  the  thrust  of 
your  position,  that  we  should  not  cut  targeted  research  as  we  seek 
to  improve  basic  research. 

MARKET  PROMOTION  PROGRAM 

Ms.  DeLauro.  Thank  you.  I  just  have  one  more  question,  Mr. 
Secretary.  And  it  has  to  do  with  the  Market  Promotion  Program. 
We  heard  from  some  folks  about  the  program  in  the  last  couple  of 
days.  And  I  noted  that  your  proposal  calls  for  freezing  the  level  at 
$200  million.  And  maybe  this  is  unfair,  but  only  based  on  what  I 
heard  and  some  of  what  I  read,  I  think  that  my  basic  instinct  was 
to  cut  it.  But  I  will  go  with  your  view  of  freezing  it. 

Can  you  share  with  us  some  of  your  thoughts  and  ideas  about 
how  really  to  look  at  this  program  in  an  evaluative  process,  and 
the  whole  issue  of  phasing  out,  and  of  graduation,  and  additiona- 
lity.  That  would  be  helpful. 

Secretary  Espy.  Thank  you. 

We  have  proposed  a  freeze  and  not  drastic  cuts,  because  we  be- 
lieve that  it  continues  to  be  a  necessary  and  a  viable  tool  as  we 
continue  to  emphasize  our  approach  to  developing  new  markets, 
and  having  a  basis  from  which  to  resist  incredible  attempts  by  our 
EC  competitors  to  subsidize  their  products  undermining  our  price 
in  domestic  markets.  It  is  a  tool  and  it  is  a  lever. 

We  think  that  whether  it  is  the  DIEP  or  whether  it  is  the  MPP, 
we  continue  to  need  and  have  these  type  of  mechanisms,  at  least 
until  we  have  an  adequate  and  effective  GATT  agreement,  which 
will  drop  the  barriers  across  the  world.  We  think  that  until  we 
have  that,  that  we  have  to  maintain  a  strong  front  at  these  inter- 
national talks. 

I  realize  the  criticism  that  this  particular  program  has  come 
under.  And  I  can  appreciate  the  need  to  reform  the  targeting  of  the 
way  that  this  money  is  spent.  If  I  could  just  say,  I  would  favor  the 
MPP  program  turning  toward  commodities  across  the  board,  as  op- 
posed to  branded  companies. 

I  would  appreciate  more  of  an  appreciation  of  generic  as  opposed 
to  specific  branded  commodities.  And  whether  it  is  raw  products,  or 
raw  commodities,  or  processed  products,  or  value  added  products,  I 
would  rather  do  that  than  target  a  company.  That  is  the  way  that  I 
would  like  to  go. 

Ms.  DeLauro.  Well,  that  is  an  approach  I  think  that  there  was 
some  uniformity  of  agreement  that  appeared  in  the  last  couple  of 
days.  So  we  will  be  anxiously  waiting  to  see  what  happens  there. 

Secretary  Espy.  Thank  you. 

Ms.  DeLauro.  Steve. 

Mr.  Dewhurst.  You  used  the  figure  $200  million.  And  I  just 
wanted  to  make  sure  that  you  understood  that  the  Congress  cut 
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this  program  to  $147  million  last  year.  And  that  is  where  it  is 
frozen. 

Ms.  DeLauro.  Oh,  it  is  frozen.  Okay. 

Mr.  Dewhurst.  Yes,  ma'am. 

Ms.  DeLauro.  Thank  you. 

Secretary  Espy.  Thank  you. 

Ms.  DeLauro.  Thank  you,  Madam  Chairman. 

Ms.  Kaptur.  Thank  you. 

Mr.  Myers? 

NATIONAL  research  INITIATIVE 

Mr.  Myers.  You  indicate  your  support  for  an  increase  in  competi- 
tive grants  under  the  National  Research  Initiative.  What  was  your 
request  to  0MB  for  funding  of  the  program  in  FY  1994  and  the 
next  four  years? 

Secretary  Espy.  Given  the  time  available  to  develop  the  1994 
budget,  I  did  not  submit  to  0MB  specific  proposals  for  funding  levels. 
I  am  very  pleased  with  the  funding  level  for  the  National  Research 
Initiative  which  we  were  able  to  work  out  with  OMB.  This  budget 
will  provide  a  growing  level  of  investment  to  support  the  most 
highly  meritorious  research  targeted  to  the  needs  of  producers  and 
consumers  of  agricultural  products. 

WETLANDS  ISSUE 

Mr.  Myers.  I  am  concerned  with  federal  enforcement  of  wetlands 
legislation  and  hear  from  many  farmers  in  my  district  who  are  pro- 
hibited from  using  their  farmland  because  it  is  deemed  a  "wet- 
land" by  the  Soil  Conservation  Service  or  some  other  federal 
agency.  How  will  you  work  to  ensure  farmers  receive  a  fair  voice  in 
the  wetlands  issue? 

Secretary  Espy.  I  will  work  to  ensure  the  intent  of  the  1990  Farm 
Bill  is  addressed  in  Federal  wetland  delineation  policy  and  proce- 
dures. Also,  I  will  work  to  ensure  that  the  policy  and  procedures 
are  fairly  applied  as  we  recertify  the  wetland  determinations  that 
have  already  been  made.  These  actions  will  help  farmers  receive 
fair  treatment  in  v/etland  issues. 

reorganization  of  THE  DEPARTMENT 

Mr.  Myers.  During  testimony  before  our  subcommittee  last  year. 
Secretary  Madigan  indicated  he  was  initiating  a  study  on  the  dupli- 
cative efforts  of  the  many  agencies  under  the  USDA.  Has  that 
study  been  completed?  In  addition  to  your  stated  position  on  reor- 
ganization, do  you  plan  to  focus  on  the  many  duplicative  missions 
of  the  offices  under  your  agency? 

Secretary  Espy.  I  am  not  aware  of  a  specific  study  on  duplicative 
efforts  of  USDA  agencies.  Secretary  Madigan  did  share  with  me  his 
suggested  reorganization  plan  which  may  have  resulted  from  dis- 
cussions with  his  policy  staff  on  ways  to  reduce  duplication. 

I  am  looking  at  duplication  and  overlap  of  agency  functions  as  I 
look  at  USDA's  organization.  I  am  considering  centralization  of 
some  administrative  functions  where  it  makes  sense  to  do  so.  We 
probably  need  to  centralize  the  public  relations  staffs  in  the  De- 
partment. Many  of  our  agencies  have  large  public  relations  staffs 
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which  may  be  more  effectively  managed  at  the  Department  level  so 
that  we  can  reduce  posts  and  do  a  better  job  of  setting  priorities. 

Mr.  Myers.  It  has  come  to  my  attention  that,  during  the  reorga- 
nization of  USDA's  Washington  offices,  the  Extension  Service  may 
come  under  the  jurisdiction  of  the  Under  Secretary  for  Farm  Pro- 
grams rather  than  the  Assistant  Secretary  for  Science,  Education 
and  Economics.  What  is  the  justification  for  this  move? 

Secretary  Espy.  I  have  not  made  a  final  decision  on  such  organi- 
zational arrangement.  Such  a  move,  however,  may  be  justified  to 
provide  for  greater  coordination  of  agencies  that  directly  serve 
farmers  through  oversight  of  a  subcabinet  official  responsible  for 
farm  programs. 

Mr.  Myers.  Wouldn't  it  make  more  sense  for  the  Extension  Serv- 
ice, which  has  the  mission  of  education,  to  be  rolled  under  the  As- 
sistant Secretary  for  Science,  Education,  and  Economics? 

Secretary  Espy.  I  appreciate  your  suggestion  and  will  keep  it  in 
mind  as  I  look  at  options  for  restructuring  USDA. 

Mr.  Myers.  Please  detail  the  lower  priority  economic  and  agri- 
cultural research  which  would  be  eliminated,  according  to  your  tes- 
timony. 

Secretary  Espy.  We  have  not  completed  our  planning  so  as  to 
provide  you  with  the  details  of  what  research  will  be  eliminated.  In 
the  area  of  economics  these  changes  will  reflect  the  priorities  of 
the  new  Administration.  Agricultural  research  projects  which  tend 
to  focus  on  local  interest  will  be  eliminated.  The  details  of  these 
proposals  will  be  submitted  to  Congress  in  the  FY  1994  Budget  jus- 
tification materials. 

market  promotion  program 

Mr.  Myers.  The  Market  Promotion  Program  has  received  much 
criticism  in  the  past,  but  as  our  farmers  and  producers  face  in- 
creasing global  competition  in  the  form  of  export  subsidies  and 
closed  markets,  we  need  to  enhance  our  export  programs.  What  is 
your  position  on  maintaining  full  funding  of  the  MPP? 

Secretary  Espy.  The  President's  deficit  reduction  proposals  rec- 
ommend that  MPP  be  maintained  at  $148  million  in  FY  1994  and 
succeeding  years,  which  is  unchanged  from  the  FY  1993  level. 
While  the  proposal  would  result  in  an  annual  MPP  program  level 
somewhat  below  that  mandated  by  the  1990  FACT  Act,  substantial 
funding  would  still  be  available  each  year  to  support  export  promo- 
tion activities  overseas. 

EXPORT  promotion  EFFORTS 

Mr.  Myers. What  other  efforts  to  increase  American  farm  exports 
can  we  expect  from  the  Clinton  Administration? 

Secretary  Espy.  The  Administration  intends  to  implement  agri- 
cultural export  promotion  programs  aggressively.  The  income  and 
financial  well-being  of  America's  farmers  and  ranchers  depend  on 
overseas  markets,  and  it  is  critical  that  we  pursue  and  develop 
these  markets.  While  it  is  too  early  to  give  you  specifics  of  what 
actions  we  might  be  prepared  to  take  in  this  effort,  I  have  stated 
that  one  of  my  first  priorities  is  to  establish  a  policy  with  respect  to 
the  former  Soviet  Union  which  will  allow  U.S.  exports  to  resume  to 
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those  markets.  Another  area  which  merits  examination  concerns 
efforts  to  increase  exports  of  high  value  and  value-added  commod- 
ities. 

Ms.  Kaptur.  Mr.  Peterson? 

Mr.  Peterson.  Thank  you,  Madam  Chairman. 

And  I  appreciate  you  coming  back,  Mike.  We  have  worked  you 
over  pretty  well,  I  guess,  in  the  last  couple  of  days,  as  well  as  your 
crew.  You  clearly  have  an  incredible  task  ahead  of  you.  And  I  com- 
mend you  for  your  reorganizational  efforts.  That  is  something  that 
is  going  to  take  quite  a  bit  of  effort  to  accomplish. 

USDA  TESTIMONY — LACK  OF  CANDOR 

And  I  really  cannot  miss  this  opportunity  to  suggest  that  a 
couple  of  the  panels  that  came  from  the  Department,  were  terribly 
disappointing  in  their  lack  of  candor  and  opportunity  to  make 
some  friends  here.  You  know,  there  are  a  number  of  us  who  are 
relatively  new  to  this  committee.  And  I  just  did  not  feel  that  they 
were  forthcoming  in  telling  us  the  straight  scoop.  And  that  is  all 
that  we  ask. 

As  you  know,  you  have,  and  I  think  that  the  Department  realizes 
that  you  have  a  lot  of  friends  here.  That  we  can  accomplish  a  great 
deal  by  working  together  and  with  great  candor.  And  I  think  that 
we  can  really  get  away  from  maybe  what  it  has  been  in  the  past. 
Several  of  the  answers  from  previous  panels  were,  "Well,  that  is 
the  way  that  we  have  always  done  it."  That  just  is  not  going  to  sell 
anymore.  And  I  would  really  encourage  you  to  really  hit  them  hard 
all  the  way  down  to  the  local  levels  in  that  regard. 

Secretary  Espy.  Thank  you,  sir. 

If  I  could  respond  to  that,  and  request  just  a  little  bit  of  patience 
from  this  committee.  This  committee  is  very  important.  And  the 
folks  who  came  before  you  with  this  attitude  may  not  be  the  same 
folks  who  come  before  you  next  month,  and  they  know  that. 

Also,  there  has  not  been  time  to  have  significant  discussions  be- 
tween divisions  and  the  Secretary's  Office  on  approach.  There  just 
really  has  not.  We  have  been  there  four  weeks.  I  just  met  recently 
with  all  of  the  acting  directors  to  talk  about  priorities  and  specifics. 
We  have  only  had  one  real  meeting  so  far. 

There  are  just  so  many  things  coming  at  us  and  so  little  time. 
The  E.  coli  situation  hit  us  in  the  face  right  away.  And  we  have  not 
had  a  chance  to  set  our  feet,  as  I  have  said  before,  and  get  moving 
with  a  new  team. 

There  are  things  being  said  that  I  disagree  with,  to  be  frank.  I 
have  read  things  in  the  paper  that  are  completely  180  degrees  dif- 
ferent from  my  opinion.  There  was  a  statement  by  an  Administra- 
tor, the  spokesperson  for  the  Administrator  of  the  Farmers  Home 
Administration,  saying  that  there  is  no  racism  in  Farmers  Home. 

And  I  know  that  there  is  racism  in  Farmers  Home.  I  have  seen  it 
personally  in  my  own  district.  In  my  life  as  a  Congressperson,  I 
have  had  a  hearing  before  Government  Operations  on  racism  in 
Farmers  Home.  I  know  that  there  is  racism.  And  we  had  a  talk  the 
next  day  about  it.  So  that  person  may  not  be  the  same  person  there 
the  next  month. 

So  just  give  us  a  minute.  We  are  going  to  change  that  one. 
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Mr.  Peterson.  I  commend  you  for  that.  Rest  assured,  there  are 
plenty  of  patience  here.  It  is  just  that  our  first  shot  was  a  little  bit 
disappointing  in  trying  to  get  the  flow  of  information.  And  that  is 
all  we  are  asking. 

Secretary  Espy.  That  will  change. 

LOCAL  REORGANIZATION 

Mr.  Peterson.  And  you  have  my  support. 

You  plan  to  collapse  a  number  of  agencies  together,  particularly 
at  the  local  levels,  for  the  one  stop  shopping,  which  is  absolutely 
something  that  I  support  firmly.  I  am  wondering  if  there  is  some 
idea  of  how  those  agencies  would  be  directed. 

Who  will  take  over  in  your  secretariat  levels  and  down  in  the 
direction?  You  know,  these  have  all  had  their  single  line.  Where 
do  they  merge  now,  is  it  at  the  local  level,  or  is  it  merged  at  the 
department  level? 

Secretary  Espy.  Again,  I  would  like  to  ask  for  a  specific  hearing 
from  you  on  reorganization.  I  will  be  able  to  answer  a  lot  more  of 
these  questions.  However,  it  is  pretty  clear  now  that  some  trends 
are  developing.  At  the  Washington  level,  this  is  the  level  where  we 
will  reorganize  first,  we  will  collapse  the  ASCS,  the  SCS,  the 
Farmers  Home  farm  function,  and,  perhaps  the  Extension  Service 
and  the  Federal  Crop  Insurance,  if  we  decide  to  continue  the  crop 
insurance  program. 

I  would  imagine  there  would  have  to  be  a  regional  operation 
similar  to  that.  And  being  at  the  local  level,  we  know  of  a  lot  of 
efficiencies  that  can  be  realized  if  we  do  it  there. 

So  I  am  not  sure,  at  this  time,  that  I  understand  where  they  will 
merge.  There  will  be  an  Under  Secretary  for  Farmer  Services.  At 
the  regional  level,  I  would  imagine  that  it  will  be  the  same  thing. 
At  the  state  level,  this  is  where  we  come  to  the  log  jam,  as  it  were, 
because  there  is  now  a  State  Director  of  Farmers  Home,  and  a 
State  Director  of  ASCS,  and  the  Soil  Conservation  Service.  That  is 
where  we  are  going  to  have  the  problems,  and  I  realize  that.  I  just 
ask  the  cooperation  of  the  Congress,  as  we  get  to  this  point. 

Similarly,  we  also  are  coming  to  another  tension  point  between 
the  remaining  facet  of  Farmers  Home.  Farmers  Home  right  now  is 
the  supervisor  of  the  housing  programs,  the  USDA  housing  pro- 
grams. 

We  have  already  had  the  creation  of  the  Rural  Development  Ad- 
ministration— RDA,  which  has  the  business  and  industry,  and 
sewer  and  water  functions.  Well,  what  are  we  going  to  do  there — 
we  will  continue  the  RDA  and  switch  over  the  Farmers  Home  com- 
munity development  functions,  housing,  or  will  we  continue  to 
maintain  the  Farmers  Home  and  eliminate  the  RDA. 

On  our  schematic,  we  have  an  Under  Secretary  for  Rural  Devel- 
opment. Right  now,  that  is  RDA,  REA,  and  Farmers  Home.  Some- 
thing has  to  be  done  there.  But  again,  we  will  realize  substantial 
savings  if  we  just  decide  on  a  course  and  do  it.  Someone  is  going  to 
get  hurt.  I  am  not  sure  how  we  are  going  to  resolve  it,  but  it  has 
got  to  be  resolved. 
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RURAL  ELECTRIFICATION  ADMINISTRATION 

Mr.  Peterson.  Well,  I  will  leave  those  for  another  hearing  then. 
A  question  comes  to  my  mind.  In  the  REA,  we  are  talking  about 
the  rural  electrification  aspects  of  it.  And  I  think  that  there  are 
some  problems  here.  In  that  if  you  look  at  customers  per  mile 
versus  say  an  urban  operation,  you  still  do  not  have  the  numbers 
up  there  to  where  they  can  be  very  competitive.  You  know,  to  run 
longer  lines,  and  create  more  capacity  and  so  on.  That  is  one  side 
of  it. 

The  other  side  is  the  ability  for  those  rural  communities  to  stay 
on  board  in  advanced  telecommunication.  The  large  companies  do 
not  like  to  go  into  those  rural  areas,  because  they  are  not  making 
any  money. 

And  therefore,  has  there  been  any  thought  to  continue  that  area 
of  assistance,  or  are  we  going  to  do  away  with  the  REA  as  it  exists 
in  both  the  electrification  and  the  telecommunications  area? 

Secretary  Espy.  I  am  not  sure  that  I  can  answer  that  one.  I 
would  turn  to  Steve  just  to  make  sure  of  the  correct  response.  I 
cannot  answer  your  question  specifically  and  I  will  admit  to  that. 
Let  me  assure  you,  though,  we  will  review  the  situation,  and  offer 
you  an  answer  in  writing. 

In  general,  as  Secretary  of  Agriculture,  I  am  intent  on  making 
sure  that  the  same  services  made  available  to  the  urban  area  be 
also  extended  into  the  rural  areas  as  well.  We  will  no  longer  ignore 
rural  areas,  as  I  think  we  have  been  across  this  country  for  so 
many  years.  And  that  pertains  to  every  area  of  rural  develop- 
ment— including  telecommunications  improvements  and  communi- 
cations technologies. 

During  the  confirmation  proceeding,  I  was  really  impressed  by  a 
certain  Senator,  who  told  me  that  the  difference  between  the  cost 
of  providing  the  Prodigy  software  for  an  urban  center  in  his  state 
and  the  400  percent  plus  increase  in  cost  of  the  Prodigy  software 
for  a  rural  area  of  his  state  which  is  about  twelve  or  thirteen  miles 
away.  It  is  just  that  the  infrastructure  is  not  there.  It  is  just  not 
there.  And  people  want  to  make  money.  So  to  extend  the  service, 
you  have  got  to  pay  more. 

If  I  can  have  any  contribution  as  Secretary  in  rural  development, 
I  want  to  make  sure  that  each  and  every  community  without  water 
can  have  water.  And  that  each  and  every  community  in  need  of  the 
benefit  of  technology  can  get  it  as  well. 

The  Vice  President,  who  is  in  charge  of  the  President's  campaign 
for  new  technology — I  think  that  everyone  knows  that — is  from 
Tennessee.  So  we  are  going  to  be  working  together  to  make  sure 
that  whatever  comes  out  of  that  program  has  substantial  benefits 
to  rural  America. 

Mr.  Peterson.  I  appreciate  that.  And  I  know  that  I  am  exceeding 
my  time.  But  people  have  to  realize  that  those  marginal  rural 
areas  that  are  without  services  today  will  be  the  new  urban  areas 
very  soon.  So  you  are  building  into  future  infrastructure.  That  is 
an  investment  that  I  think  we  need  to  keep  in  mind.  But  I  appreci- 
ate your  answer.  Thank  you. 

Mr.  DuRBiN.  Thank  you,  Mr.  Peterson. 

Mr.  Pastor? 
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Mr.  Pastor.  Thank  you,  Mr.  Chairman. 

NATIONAL  RESEARCH  INITIATIVE 

I  know  that  some  of  my  colleagues  have  discussed  this  with  you. 
And  I  have  some  concern  regarding  the  National  Research  Initia- 
tive. 

Secretary  Espy.  Yes. 

Mr.  Pastor.  And  my  concern  is  that  it  tends  to  be  peer  review. 
You  know,  the  science  people  get  together,  and  maybe  it  is  a  good 
idea.  And  we  do  not  know  the  application  to  the  industry  once  the 
research  is  done.  There  are  some  concerns  that  I  have  that  are  lo- 
calized in  Arizona  or  maybe  the  West. 

What  chance  are  we  going  to  have  to  come  to  you  and  say  we 
have  some  problems,  and  we  need  to  have  research  on  a  particular 
problem,  whether  it  be  a  pest,  or  a  fungus,  or  whatever,  to  elimi- 
nate it?  It  may  not  be  a  high  priority  with  the  science  people,  but 
it  is  higher  priority  with  the  agricultural  people  out  in  our  district 
or  our  state. 

Mr.  Dewhurst.  When  you  see  the  details  of  the  budget  in  a 
couple  or  three  weeks,  you  are  going  to  see  some  money  for  the  Na- 
tional Research  Initiative.  You  are  also  going  to  see  some  money,  I 
think,  for  targeted  kinds  of  research.  And  I  think  that  is  what  this 
process  is  all  about.  To  the  extent  that  you  disagree  or  have  prob- 
lems with  that  distribution,  I  think  that  the  Secretary  and  others 
want  to  hear  about  it.  I  think  that  there  is  a  complete  openness  to 
look  at  all  of  those  questions. 

Mr.  Pastor.  You  also  indicated  the  administration  will  propose 
an  increase  in  the  level  of  funding  for  competitive  grants  under  the 
National  Research  Initiative  of  $480  million.  Will  a  higher  priority 
be  awarded  to  those  projects  that  are  likely  to  enhance  our  com- 
petitive advantage  in  the  world  market  and  which  help  reduce  our 
trade  imbalance? 

Secretary  Espy.  Many  of  the  research  projects  funded  competi- 
tively have  a  high  potential  to  improve  quality  and  value  of  prod- 
ucts and,  therefore,  the  competitiveness  of  U.S.  agriculture  in 
world  trade.  The  justification  for  a  grant  proposal  is  a  key  factor 
considered  in  the  proposal  evaluation  process.  Justifications  typi- 
cally include  the  need  to  reduce  losses  from  pests  and  diseases, 
obtain  more  efficient  use  of  inputs,  enhance  sustainability  of  natu- 
ral resources,  identify  new  markets  for  commodities  and  value- 
added  products,  and  improve  the  economic  viability  of  rural  areas 
to  support  domestic  and  export  agricultural  marketing.  Additional 
funding  for  competitive  research  grants  should  further  enhance  the 
nation's  ability  to  compete. 

Mr.  Pastor.  More  specifically,  I  am  interested  in  seeing  the  Gov- 
ernment support  projects  that  assist  producers  in  improving  the 
quality  of  crops.  Will  research  on  crops  such  as  cotton,  that  are  a 
major  export  item,  but  which  are  affected  by  an  unrelenting  pest, 
be  given  an  elevated  priority? 

Secretary  Espy.  I  understand  that  the  National  Research  Initia- 
tive staff  met  with  representatives  of  commodity  groups  at  work- 
shops in  the  last  two  years  to  gain  their  input  about  research  needs 
to  improve  the  quality  of  crops  and  to  consider  priorities  in  coping 
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with  insect  and  other  pest  problems.  One  of  these  groups  represent- 
ed cotton  and  oilseeds.  Following  the  workshops,  the  needs  are  as- 
sessed and  incorporated  into  the  request  for  research  proposals.  It 
is  our  intention  to  follow  this  procedure  to  identify  key  problems 
and  gain  the  research  knowledge  needed  to  resolve  critical  prob- 
lems affecting  crops  such  as  cotton. 

FMHA  BUSINESS  AND  INDUSTRIAL  GUARANTEE  PROGRAM 

Mr.  Pastor.  I  am  not  too  familiar  with  many  of  the  programs. 
But  I  have  been  told  that  the  Farmers  Home  Business  and  Indus- 
trial Guarantee  Program  is  one  that  is  successful  and  that 
people  look  to  for  assistance. 

The  first  question  is,  what  are  we  going  to  do  to  that  program. 
Are  we  going  to  expand  it,  or  are  we  going  to  leave  it  about  the 
same,  or  is  it  going  to  be  cut. 

Mr.  Dewhurst.  Sir,  there  is  in  the  President's  proposal  a  major 
Rural  Development  Initiative.  And  while  we  do  not  have  all  of  the 
numbers  on  all  of  the  lines,  I  think  that  it  is  fair  to  say  that  there 
will  be  a  substantial  increase  in  funding  for  the  business  and  in- 
dustry guarantee  program,  if  the  Congress  agrees  over  the  next  few 
years.  That  is  a  program  that  is  going  to  be  bigger. 

Secretary  Espy.  If  I  could  just  say,  we  have  taken  that  program 
and  transferred  it  into  RDA.  You  know,  Farmers  Home  continues 
to  have  the  farm  program  loans  and  the  housing  loans.  And  RDA 
took  over  all  of  the  water  and  sewer  and  business  and  industry 
areas.  So  again,  as  I  said,  in  answer  to  an  early  question,  we  are 
going  to  have  to  consolidate  as  we  create  this  new  FSA.  But  it  is 
safe  to  assume  that  rural  development  will  continue  to  be  an  ex- 
tremely high  priority,  and  one  that  we  will  request  increases  for  in 
this  rural  development  initiative. 

MINORITY  AND  WOMEN  OWNED  BUSINESSES 

Mr.  Pastor.  One  of  the  things  that  I  have  an  interest  in  seeing  is 
that  these  programs  give  some  priority  to  minority  and  women 
owned  businesses,  I  would  suggest  to  you  that  maybe  one  of  the  pri- 
orities in  giving  out  loans  and  other  assistance  be  that  we  improve 
our  outreach  programs  and  do  whatever  is  necessary  to  ensure  that 
people  know  they  are  available  and  maybe  even  begin  to  set  aside 
some  of  the  program  funds  for  these  purposes.  We  might  consider  a 
Section  8(a)  type  program. 

Secretary  Espy.  I  was  an  advocate  in  my  tenure  as  a  member  of 
this  Congress,  I  was  an  advocate  and  was  the  sponsor  of  and  intro- 
duced a  bill  called  "The  Minority  Farmers  Rights  Bill,"  and  it  was 
authorized  and  funded,  not  at  the  level  we  requested,  but  it  was 
still  funded  nonetheless.  I  am  not  quite  sure  if  USDA  at  that  time 
ever  quite  considered  this  as  a  worthy  project  and  so  it  never  really 
got  off  the  ground. 

However,  we  will  be  reviewing  these  ideas  very  soon  under  the 
present  authority.  But  suffice  it  to  say  that  I  believe  in  the  8(a),  I 
believe  in  set-asides,  I  believe  in  promotion,  I  believe  in  welfare 
reform  type  targeting  for  micro-enterprises  as  well.  And  the  philos- 
ophy that  you  advocate  is  certainly  one  that  I  share. 

Mr.  Pastor.  Thank  you. 
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The  other  one  is  I  commend  you.  I  think  that  at  least  as  we  en- 
hance the  programs  and  go  forth  to  make  sure  that  our  farmers 
and  ranchers  are  getting  a  bang  for  their  buck,  I  commend  you  in 
the  consolidation  phase  you  are  going  to  undertake.  I  think  it  is 
important  that  we  look  at  the  various  agencies,  make  them  lean 
and  mean  and  also  more  effective.  So,  any  help  or  suggestions  I  can 
provide,  I  will  provide  because  I  think  that  is  now  the  mode,  should 
be  the  mode  for  myself  and  this  committee,  to  assist  you  and  see 
where  we  can  consolidate. 

REDUCTIONS  IN  TRADITIONAL  FARM  PROGRAMS 

Secretary  Espy.  You  know,  if  you  look  at  what  we  spend  across 
the  board,  whatever  savings  we  accrue  I  really  hope  would  alleviate 
some  of  thejiressure  on  our  reduction  in  traditional  farm  programs. 

We  need  these  programs.  That  is  why  the  committee  can  see  that 
we  were  very  hesitant  to  attack  traditional  farm  programs.  I  mean, 
there  is  only  one — the  honey  program — that  we  suggest  would  be 
eliminated  soon,  and  we  hope  by  1996,  the  first  crop  year  after  the 
Farm  Bill,  we  hope  that  we  will  have  made  significant  progress  at 
the  GAT,  that  the  reductions  would  be  seen  in  the  light  of  the 
international  context.  But  until  that  time,  we  think  these  programs 
are  very  valuable,  they  are  very  necessary. 

Again,  we  have  talked  about  elimination  of  honey  and  reductions 
in  wool  and  mohair  and  some  other  targeted  reductions,  but  in  the 
main  we  know  they  are  necessary.  We  know  we  are  involved  in 
international  negotiations,  therefore  we  did  not  touch  them  signifi- 
cantly. 

REORGANIZATION  OF  THE  DEPARTMENT 

Mr.  Pastor.  Would  you  support,  as  part  of  the  reorganization  of 
the  Agriculture  Department,  a  consolidation  of  agencies  that  have 
related  functions  with  the  goal  of  reducing  administrative  over- 
head? In  particular,  I  am  referring  to  a  consolidation  of  the  Office 
of  International  Cooperation  and  Development  and  the  Office  of 
the  General  Sales  Manager  under  the  Foreign  Agricultural  Service. 
Also,  I  would  encourage  your  consideration  of  the  incorporation  of 
the  Agricultural  Cooperative  Service  within  the  Rural  Develop- 
ment Administration.  And,  finally,  folding  the  National  Agricultur- 
al Statistics  Service,  the  World  Outlook  Board  and  the  development 
of  grading  standards  within  the  Federal  Grain  Inspection  Service 
into  the  Economic  Research  Service. 

Secretary  Espy.  Generally,  I  do  support  the  consolidation  of  agen- 
cies that  have  related  functions  for  a  number  of  reasons  not  just 
because  of  the  reduction  of  overhead  costs.  I  believe  the  Depart- 
ment needs  better  organization  and  clearer  lines  of  authority  to 
provide  for  more  effective  management  from  headquarters  to  the 
field  level. 

In  response  to  your  specific  suggestions  for  agency  consolidations, 
I  will  keep  these  suggestions  in  mind  as  I  make  decisions  on  the 
final  organization  of  USDA.  As  I  mentioned  earlier,  I  have  not 
completed  my  overall  plan  for  structural  changes  at  USDA,  but  we 
will  propose  the  creation  of  a  Farm  Service  Agency.  The  fiscal  year 
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1994  Budget  will  contain  a  proposal  for  a  single  Farm  Service 
Agency  at  the  National,  State  and  local  levels.  This  agency  will  be 
created  from  the  current  agencies  serving  farmers  at  the  country 
and  regional  level.  These  agencies  include  the  Agricultural  Stabili- 
zation and  Conservation  Service,  the  Federal  Crop  Insurance  Cor- 
poration, the  Soil  Conservation  Service,  and  the  Farmers  Home  Ad- 
ministration. 

WETLANDS 

Mr.  Pastor.  You  indicated  during  the  fiscal  year  1994  budget 
hearing  that  problems  associated  with  wetlands  would  be  closely 
scrutinized  by  this  Administration.  As  you  consider  options  to  help 
preserve  the  valuable  resource  that  wetlands  represent,  would  you 
also  consider  that  unintentionally  created  wetlands  may  need  to  be 
treated  differently  from  naturally  occurring  wetlands?  These  wet- 
lands are  the  by-product  of  human  activity  such  as  runoff  or  the 
creation  of  temporary  barriers  to  help  control  the  large  quantities 
of  water  that  may  flow  one  or  two  weeks  per  year. 

Secretary  Espy.  Wetlands  created  by  human  activity  are  labeled 
artificial  wetlands  by  USDA  and  are  exempted  from  the  swampbus- 
ter  provisions  of  the  Farm  Bill. 

Mr.  Pastor.  Thank  you  very  much,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

Mr.  DuRBiN.  Thank  you. 

Mr.  Smith? 

Mr.  Smith.  Mr.  Secretary,  I  cannot  tell  you  how  pleased  I  am 
with  the  way  you  are  approaching  your  job.  It  is  a  very  important 
job  and  no  matter  how  good  you  do  it,  there  will  be  people  that 
complain  plenty.  I  know  that. 

Secretary  Espy.  Yes. 

WESTERN  AND  EASTERN  EUROPE 

Mr.  Smith.  Some  of  us  were  just  over  in  both  Western  and  East- 
ern Europe  and  among  other  things  we  looked  at  agricultural  prob- 
lems. It  has  been  a  failure,  both  Western  and  Eastern  Europe,  not 
just  Eastern  Europe.  In  both  instances,  they  have  tried  to  separate 
the  rewards  and  the  penalties  from  the  volume  of  production.  It 
does  not  work. 

We  have  been  able  to  create  a  combination  of  farm  programs 
here  which  result  in  very  low  food  prices.  Food  costs  are  less  than 
13  percent  of  people's  average  income,  for  those  that  can  pay  their 
way  and  for  those  that  cannot,  we  make  sure  they  have  food. 

For  centuries,  countries  have  tried  to  do  this  and  have  not  been 
able  to  do  it.  And  yet  we  have  seen  so  much  bad  mouthing  of  these 
food  programs  over  the  last  20  years  or  especially  the  last  10  or  12. 
Often  an  extreme  example  is  picked  out  and  played  up  as  if  it  is 
the  commonplace. 

I  mean,  we  have  a  tremendous  successful  story  to  tell  and  I  hope 
you  will  use  your  pulpit  to  do  that. 

Secretary  Espy.  Yes,  sir,  Mr.  Smith. 

We  hope  to  become  the  Chamber  of  Commerce  for  agriculture,  if 
you  will,  to  take  these  programs  that  sometimes  are  very  compli- 


104 

cated  to  explain  and  go  out  across  America  and  talk  about  their 
application  in  a  human,  every  day  context. 

Mr.  Smith.  The  bottom  line  is  that  food  is  cheap  and  for  those 
that  do  not  have  enough  resources  to  buy  cheap  food,  we  find  a 
way  to  get  it  to  them. 

Secretary  Espy.  If  you  farm,  you  are  involved  in  agriculture.  But 
if  you  eat,  you  are  also  involved  in  agriculture. 

Mr.  Smith.  Absolutely. 

Secretary  Espy.  And  if  you  produce  fiber,  you  are  dedicated  to 
agriculture,  but  if  you  wear  clothes  you  are  still  involved  in  agri- 
culture. You  know,  that  is  how  I  would  like  to  state  it. 

COUNTY  OFFICE  PAPERWORK 

Mr.  Smith.  The  second  thing  I  want  to  mention  is  I  have  talked 
to  you  about  the  paperwork  burden.  It  is  just  terrible. 

Secretary  Espy.  Yes. 

Mr.  Smith.  I  will  not  go  through  all  the  things  that  I  talked  to 
you  about  but  are  you  working  on  reducing  the  paperwork  in  the 
ASCS  offices? 

Secretary  Espy.  Yes,  sir.  We  took  your  memo  and  we  have  really 
reviewed  it  and  I  think  that  I  will  be  ready  to  respond  to  you  in  a 
day  or  so  on  specifics. 

Mr.  Smith.  Okay.  Take  whatever  time  you  need,  just  so  we  get  a 
good  response. 

FARMER  OWNED  RESERVE 

Secretary  Espy.  Well,  you  will  get  a  response.  I  think  the  Farmer 
Owned  Reserve  ideas,  you  notice  we  have  already  taken  some 
action  on  some  of  those.  The  paperwork  and  the  streamlining,  we 
are  going  to  try  to  present  some  of  these  ideas  at  the  same  time  we 
do  our  reorganization. 

Mr.  Smith.  Then  I  guess,  I  will  kind  of  be  a  cleanup  person,  on 
some  of  the  things  that  were  brought  up  earlier. 

CROP  INSURANCE 

About  crop  insurance,  you  said  area  yield  but  I  think  you  mean 
county  average  yields. 

Secretary  Espy.  Yes. 

Mr.  Smith.  What  I  want  to  point  out  is  that  we  got  into  this 
proven  yield  mode  some  years  ago.  It  was  the  wrong  thing  to  do.  I 
have  opposed  it  even  though  most  of  my  neighbors  wanted  to  get 
into  it.  It  is  wrong.  But  it  is  also  in  ASCS  and  we  are  using  it  to 
determine  deficiency  pa5mients.  Some  producers  may  have  by  acci- 
dent had  better  weather  back  there.  Also,  something  strange  may 
show  up  when  people  have  farms  side  by  side,  one  they  own  and 
one  they  rent.  They  sometime  have  a  much  higher  average  yield  on 
the  one  they  own. 

Secretary  Espy.  Yes. 

Mr.  Smith.  We  ought  to  just  do  away  with  proven  yields.  Use 
county  yields.  It  will  save  you  a  lot  of  money  and  it  would  be  a  lot 
more  fair.  Most  producers  will  tell  you  it  would  be  more  fair,  even 
if  they  have  a  high  yield.  It  was  not  fair  and  we  just  put  that  into 
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the  historical  data,  you  know,  and  kept  it  there.  That  is  a  way  you 
can  save  some  more  money. 

FOOD  STAMPS 

Another  issue  that  came  up  was  food  stamps. 

We  have  people  who  think  that  you  solve  a  problem  by  cashing 
out  food  stamps.  To  start  with,  most  people  that  get  food  stamps 
are  not  crooks.  But  there  are  always  a  few  of  them  that  just  cannot 
handle  money,  or  have  a  dependency,  and  some  of  them  want  to 
gamble.  You  are  not  going  to  help  those  people  by  just  giving  them 
cash.  All  that  means  is  instead  of  having  25  cents  to  buy  a  bottle  of 
wine,  they  will  have  a  dollar. 

That  is  not  what  we  want.  Cashing  out  food  stamps  is  not  going 
to  be  an  answer  to  the  problem  we  have  in  food  stamps. 

Secretary  Espy.  And  we  are  certainly  not  suggesting  that. 

Mr.  Smith.  Yes.  Well,  a  lot  of  people  are. 

Secretary  Espy.  Yes. 

SCHOOL  BREAKFAST  PROGRAM 

Mr.  Smith.  I  am  all  for  the  school  breakfast  program.  Those  kids 
ought  to  get  breakfast  at  home  but  we  all  know  that  many  would 
not  get  breakfast  at  hpme,  anyway.  If  they  do  not  get  breakfast  at 
school,  a  lot  of  them  do  not  have  a  chance  to  learn  until  noon  and 
at  noon  they  get  a  little  hamburger  and  that  is  not  going  to  sustain 
them,  either.  I  am  all  for  the  breakfast  program  and  I  hope  that 
you  will  stick  with  that. 

Secretary  Espy.  We  will. 

MEAT  inspection 

Mr.  Smith.  Another  thing  is  meat  inspection. 

As  you  know,  I  was  the  author  of  the  meat  and  poultry  inspec- 
tion bills  and  egg  inspection,  too.  You  mentioned  SIS  cattle.  We 
killed  that,  you  know  as  of  the  first  of  April. 

Secretary  Espy.  Yes. 

Mr.  Smith.  But  just  be  sure  when  you  are  talking  about  fees  that 
you  do  not  get  into  the  situation  where  an  inspector  is  beholden  to 
the  slaughterer.  Inspectors  like  to  have  overtime. 

Secretary  Espy.  Right. 

Mr.  Smith.  And  do  not  get  into  the  position  where  the  inspectors 
would  overlook  their  responsibilities,  if  the  packer  is  treating  them 
good  by  giving  them  plenty  of  overtime. 

Secretary  Espy.  Right. 

WHOLESOME  MEAT  ACT 

Mr.  Smith.  And  remember  this  about  the  Wholesome  Meat  Act. 
It  is  the  Wholesome  Meat  Act.  The  purpose  is  to  make  sure  the 
meat  is  wholesome  as  well  as  dealing  with  the  microbiological  prob- 
lems that  exist. 

We  do  not  want  them  just  to  wash  off  fecal  matter  at  the  end  of 
the  line,  as  they  do  in  the  case  of  poultry.  If  it  was  ever  on  there, 
just  cut  that  piece  off  and  throw  it  in  the  dog  bin.  As  long  as  you 
do  not  require  them  to  trim  all  filth  they  are  not  going  to  be  care- 
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ful  along  the  line.  And  I  know  you  are  working  on  that  problem, 
too. 

Secretary  Espy.  We  are  working  on  the  trimming  problem  as 
well. 

HOUSING 

Mr.  Smith.  On  housing,  I  just  want  to  say  that,  I  saw  in  the 
sweat  equity  program  in  Mississippi.  That  is  the  greatest  program. 
I  wish  we  could  just  duplicate  that  everywhere  in  the  country.  For 
as  little  as  $10,000,  get  themselves  a  little  plot  of  ground,  the  build- 
ing materials  and  with  a  little  help  they  can  go  out  and  build 
themselves  a  house.  I  just  think  that  is  the  greatest  program.  Be- 
cause the  HUD  programs  cannot  be  bothered  with  anyone  living  in 
a  city  with  a  population  under  20,000,  it  is  the  housing  programs 
under  your  jurisdiction  that  meets  the  needs  in  rural  America,  and 
in  what  we  would  call  city  America  in  the  midwest. 

Secretary  Espy.  Urban  America.  Right. 

Mr.  Smith.  So  those  are  just  some  of  the  things  that  I  wanted  to 
mention  to  you. 

WETLANDS  PROGRAM 

I  will  also  say  one  thing  about  that  the  wetlands  program.  Keep 
in  mind  that  there  is  a  lot  of  difference  in  a  wetland  that  is  caused 
by  a  glacier  and  one  that  was  not.  I  mean,  in  our  country,  starting 
at  Des  Moines  and  north,  the  last  glacier  was  10,000  years  ago.  We 
have  potholes  smaller  than  this  room  that  are  designated  as  wet- 
lands. It  is  just  not  practical  to  farm  around  them.  I  mean,  they 
have  always  farmed  across  them.  There  will  not  be  a  duck  stop 
there  in  the  next  40  years.  And  you  have  to  realize  that  glacial  till 
wetlands  are  different  than  some  of  the  others  they  are  talking 
about.  You  cannot  put  them  all  in  the  same  category. 

Well,  anyway,  those  are  some  of  the  things  I  wanted  to  bring  up. 

Secretary  Espy.  Almost  as  many  as  in  your  memo. 

Mr.  Smith.  Yes.  [Laughter.] 

Mr.  DuRBiN.  Mr.  Rogers  and  Mr.  Livingston,  both  members  of 
the  Appropriations  Committee  have  submitted  questions  that  they 
would  like  answered  for  the  record. 
[The  questions  and  responses  follow:] 

FIELD  OFFICE  RESTRUCTURING 

Mr.  Rogers.  I  would  like  to  know  what  your  plans  are  with  respect  to  field  office 
closings,  specifically:  When  do  you  plan  to  address  the  issue  of  field  office  restruc- 
turing? Do  you  plan  to  conduct  a  new  review  of  field  office  structures?  Do  you  plan 
to  revise  the  criteria  used  in  determining  field  office  efficiency? 

Response.  This  is  an  area  which  was  aggressively  pursued  in  the  previous  Admin- 
istration and  we  have  inherited  a  great  deal  of  staff  work  on  the  subject,  particular- 
ly on  the  county  based  agencies  of  the  Agricultural  Stabilization  and  Conservation 
Service,  the  Federal  Crop  Insurance  Corporation,  the  Farmers  Home  Administra- 
tion, and  the  Soil  Conservation  Service. 

We  are  looking  at  field  office  restructuring  as  a  part  of  the  larger  issue  of  head- 
quarters restructuring.  In  the  case  of  the  county  based  agencies,  the  field  structure 
will  be  effected  by  the  FY  1994  Budget  proposal  to  create  a  Farm  Service  Agency. 
Details  of  this  proposal  and  implementation  plans  have  not  been  finalized,  so  I 
cannot  give  you  a  specific  information  on  whether  a  new  review  of  field  offices  will 
be  needed. 

I  am  not  committed  to  Secretary  Madigan's  short  term  proposal  to  close  field  of- 
fices while  maintaining  the  same  structure,  although  I  do  want  to  review  that  plan 
in  detail.  I  plan  to  ask  the  State  Directors  for  ASCS,  SCS,  and  FmHA  to  submit 
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implementation  plans  based  on  the  Madigan  proposal  to  provide  us  with  additional 
background  information  on  field  office  closings.  However,  I  have  directed  that  any 
full  scale  closings  be  postponed.  Normal  office  closings  that  are  the  result  of  lack  of 
workload,  retirements  and  have  local  and  other  support  will  continue. 

We  are  also  looking  at  the  rest  of  the  Department's  field  structure  as  we  review 
the  functions  of  other  agencies.  The  other  agencies  with  field  structures  also  com- 
pleted a  review  of  their  field  structure  and  evaluated  offices  in  the  same  manner  as 
the  county-based  field  structure.  This  information  may  be  useful  to  achieve  savings 
and  other  improvements. 

Mr.  Rogers.  Will  you  present  any  field  organization  plans  to  the  appropriate  Con- 
gressional committees  for  review? 

Response.  Yes.  I  believe  it  is  important  to  work  with  Congress  on  this  whole  re- 
structuring issue,  so  that  I  can  have  your  recommendations  and  support.  As  you 
know  one  of  my  top  priorities  is  rural  development.  I  am  concerned  that  the  restruc- 
turing effort  benefit  our  taxpayers  and  the  local  communities.  I  am  going  to  be  look- 
ing for  Congressional  help  to  achieve  a  smooth  transition  that  truly  makes  improve- 
ments in  the  way  our  government  is  run. 

Mr.  Rogers.  Will  you  solicit  local  county  committee  input  before  proceeding  with 
any  proposal? 

Response.  We  will  be  working  with  our  State  and  local  level  employees  who  will 
solicit  input  from  the  local  county  committees. 

Mr.  Rogers.  When  do  you  anticipate  completing  work  on  the  field  office  restruc- 
turing? 

Response.  We  have  not  yet  established  a  timetable  for  completion  of  the  Farm 
Service  Agency  restructuring,  although  we  expect  this  change  will  take  a  number  of 
years  for  completion  after  Congressional  approval.  We  are  not  as  far  along  in  our 
review  of  other  field  offices  and  do  not  yet  know  what  changes  may  be  needed. 

NATIONAL  FINANCE  CENTER 

Mr.  Livingston.  USDA's  National  Finance  Center  (NFC)  in  New  Orleans  was  es- 
tablished in  1973  to  continue  to  provide  consolidated  payroll  and  personnel  services 
for  the  USDA  and  to  design,  develop,  and  operate  integrated,  automated,  cost  effec- 
tive administrative  services  (referred  to  as  "cross  servicing")  to  about  100  customers 
in  all  three  branches  of  government.  The  Center's  operating  budget  for  FY  1993  is 
over  $100  million,  but  this  budget,  as  I  understand,  is  completely  recouped  by  fee  for 
service  arrangements  with  its  customers  throughout  the  Federal  government.  No 
direct  appropriated  funds  are  used  and  the  cross  servicing  that  the  Center  does  pro- 
vide has  provided  documented  savings  in  the  millions  to  USDA  and  other  Federal 
agencies. 

Mr.  Secretary,  as  you  may  know,  since  1991  there  has  been  a  moratorium  on  the 
expansion  of  cross  servicing  by  the  National  Finance  Center,  despite  the  fact  that 
USDA,  other  agencies  and  the  GAO  have  documented  millions  in  savings  from  cross 
servicing.  As  our  new  Secretary,  would  you  re-evaluate  this  cross  servicing  moratori- 
um? 

Response.  Yes,  Mr.  Livingston,  we  are  currently  re-evaluating  the  cross-servicing 
moratorium.  I  have  asked  the  Chief  Financial  Officer  of  the  Department  who  is  the 
Assistant  Secretary  for  Administration,  to  re-evaluate  the  cross  servicing  moratori- 
um considering  the  benefits  to  both  USDA  and  the  Federal  Government  as  a  whole, 
the  internal  needs  of  USDA  and  the  original  reasons  for  implementing  the  morato- 
rium. That  evaluation  is  currently  in  process. 

According  to  the  information  I  have  been  provided,  the  moratorium  on  cross-serv- 
icing was  implemented  based  on  Inspector  General,  client  and  other  outside  reports 
of  poor  internal  controls,  lack  of  attention  to  internal  USDA  management  needs, 
and  inefficient  use  of  available  software  technology.  The  experts  responsible  for  this 
area  in  the  Department  tell  me  these  issues  were  not  being  adequately  addressed  by 
the  management  then  in  place  at  NFC.  Further,  they  tell  me  that  the  Centers  prior- 
ities must  be  focused  in  four  crucial  areas: 

1.  Providing  a  balance  between  the  Department's  internal  requirements  and  the 
opportunities  for  cross-servicing, 

2.  eliminating  material  weaknesses  reported  in  Inspector  General  and  other  audit 
findings — e.g.,  ADP  security,  general  management  controls,  and  USDA  consolidated 
financial  statements, 

3.  modernizing  existing  USDA  systems  developed  and  operated  at  the  NFC 
through  short-term,  high  payoff  projects  to  achieve  greater  efficiencies  and  customer 
satisfaction,  and 
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4.  building  the  infrastructure  at  the  NFC — staffing,  training,  hardware,  and  soft- 
ware— to  enable  the  organization  to  provide  effective,  efficient  systems  for  internal 
operations  and  cross-servicing. 

Mr.  Livingston.  For  the  record,  haven't  the  cross  servicing  implementations  been 
successful  and  cost  effective? 

Response.  Yes,  the  cross-servicing  implementations  at  the  National  Finance 
Center  have  been  successful,  and  they  have  saved  the  government,  and  ultimately 
the  taxpayer,  millions  of  dollars  over  the  past  10  years.  However,  our  cross-servicing 
success  has  been  limited  mainly  to  the  payroll/personnel  system  and  the  Thrift  Sav- 
ings Plan  support. 

Mr.  Livingston.  I  have  been  told  that  one  of  the  reasons  for  maintaining  the  mor- 
atorium on  cross  servicing  is  that  the  NFC  is  approaching  "physical  capacity".  Is 
this  true?  What  does  this  mean? 

Response.  The  National  Finance  Center  is  not  at  its  maximum  possible  "physical 
capacity"  and  this  was  not  one  of  the  reasons  for  the  moratorium.  According  to  the 
background  information  I  have  been  provided,  in  the  late  1980's  three  factors  caused 
the  Department  to  rethink  the  cross-servicing  activities  and  impose  the  moratorium. 

First,  USDA  and  non-USDA  agencies  alike  were  telling  the  Department  that  NFC 
was  not  meeting  the  challenge  of  technology  changes  and  client  expectations  in  the 
systems. 

Second,  NFC  was  not  devoting  sufficient  effort  or  resources  to  dealing  with  inter- 
nal Department  financial  information  needs,  such  as  those  covered  by  the  Chief  Fi- 
nancial Officer's  (CFO)  Act  of  1990. 

Finally,  the  Department  began  to  receive  reports  from  outside  auditors,  consult- 
ants, and  clients  that  our  system  controls  were  inadequate  to  protect  against  im- 
proper processing  of  data  and  against  waste,  fraud,  and  abuse. 

In  early  FY  1990,  the  Department  revised  its  policy  on  cross-servicing.  NFC 
stopped  accepting  new  cross-servicing  clients  and  expanding  services  to  existing  non- 
USDA  clients  unless  a  prior  commitment  to  a  current  client  was  in  place.  The 
change  was  made  to  allow  NFC  to  correct  internal  control  deficiencies,  to  update 
the  systems  and  to  address  other  problems  that  naturally  follow  a  period  of  rapid 
growth.  The  policy  change  was  made  after  review  and  approval  by  the  Secretary  of 
Agriculture  and  the  0MB  Deputy  Director  for  Management. 

Because  of  the  decision  to  honor  prior  commitments,  which  NFC  has  almost  com- 
pleted, revenue  and  employment  at  NFC  have  continued  to  grow.  The  current  esti- 
mate of  total  FY  1993  revenues  is  approximately  $105  million,  about  54  percent 
from  cross-servicing.  Emplojmient  is  projected  to  increase  to  over  1,500  FTE's.  Em- 
ployment in  FY  1994  is  projected  to  remain  the  same  or  increase  slightly  because 
the  number  of  Thrift  Savings  Plan  (TSP)  participants  continues  to  grow. 

In  summary,  this  means  that  the  physical  capacity  has  not  been  a  limiting  factor 
on  cross-servicing  growth.  The  limiting  factor  has  been  the  Department's  ability  to 
manage  the  growth  in  service  and  develop  modern  systems  that  keep  up  with  the 
technology. 

Mr.  Livingston.  Can  physical  capacity  problems  be  addressed  by  exercising  exist- 
ing options  to  contracts  with  the  Center's  automated  data  processing  contractors  to 
upgrade  the  Center's  systems? 

Response.  Yes,  the  upgrades  planned  over  the  next  several  years  will  take  advan- 
tage of  such  contracts.  ADP  processing  capability  is  not  a  limiting  factor.  Upgrades 
to  the  existing  hardware  and  software  are  already  planned  for  Fiscal  Years  1994 
and  1995  to  keep  up  with  information  processing  demands. 

Mr.  Livingston.  Can  physical  capacity  be  increased  by  "splitting"  existing  data 
bases  to  handle  additional  workload?  Hasn't  this  been  done  before? 

Response.  ADP  capacity  cannot  be  increased  by  splitting  existing  data  bases,  how- 
ever performance  as  measured  by  online  response  time  to  the  user  can  be  improved. 
By  splitting  the  data  bases,  you  are  actually  taking  up  additional  computer  storage 
space,  and  increasing  the  system  complexity. 

The  National  Finance  Center  has  split  their  payroll/personnel  data  base  into 
three  separate  data  bases — one  for  USDA,  one  for  the  U.S.  Department  of  the  Treas- 
ury, and  one  for  all  the  other  organizations  using  USDA's  system.  Having  three 
moderate  size  data  bases  instead  of  a  single  large  one  significantly  improved  the  re- 
sponse time. 

Mr.  Livingston.  Aren't  all  the  costs  for  expanding  physical  capacity,  exercising 
options  on  existing  contracts  for  data  improvements,  or  salaries  for  more  employees 
to  handle  increased  workload  recovered  through  the  Center's  fee  for  service  con- 
tracts with  its  clients? 
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Response.  Yes  sir,  that's  correct.  But,  remember  that  the  clients  are  Federal 
agencies  supported  by  appropriations  that  do  not  always  provide  for  expansion  of 
activities. 

Mr.  Livingston.  Provide  the  total  savings  in  each  fiscal  year,  since  FY  1983,  to 
USDA  and  other  agencies  from  cross  servicing. 

Response.  It  is  not  possible  to  estimate  accurately  the  cumulative  savings  across 
the  years.  For  example,  USDA  does  not  have  access  to  the  estimates  of  savings  from 
many  of  the  clients  that  it  services,  and  these  savings  constitute  a  large  part  of  the 
total  cross-servicing  impact.  They  expect  to  obtain  through  use  of  our  systems.  The 
Department  of  Commerce  has  cited  systems  development  savings  of  $10  million  in 
the  payroll/personnel  area  and  $1  million  in  the  personal  property  area.  The  Feder- 
al Deposit  Insurance  Corporation  cites  savings  of  $4  million  in  payroll/personnel 
systems  development  and  the  Department  of  the  Treasury  projects  savings  of  $21- 
$52  million  for  payroll/personnel  systems  development  and  processing  over  the  next 
10  years. 

USDA  also  helped  over  35  other  agencies  avoid  similar  development  expenses 
since  1983,  but  we  have  no  documented  information  on  their  specific  savings. 

Mr.  Livingston.  Also  provide  the  savings  each  fiscal  year,  since  FY  1983,  that 
USDA  or  other  agencies  have  realized  from  cross  servicing  in  terms  of:  fixed  costs  of 
operations,  new  development  costs,  and  reduced  unit  Costs. 

Secretary  Espy.  As  I  said  previously,  all  the  data  requested  is  not  available. 

Mr.  Livingston.  As  I  understand,  in  the  FY  1993  budget  submission  to  Congress 
USDA's  cost  estimate  for  the  NFC's  budgeted  operating  costs  for  FY  1994  assumed 
savings  or  income  from  the  continuation  of  some  cross  servicing  growth.  Is  this 
true?  If  so,  what  amount  of  the  FY  1994  estimate  (submitted  with  the  FY  1993 
budget  last  year)  is  attributives  to  cross  serving  growth? 

Response.  Yes,  the  savings  or  income  from  cross  servicing  growth  included  in  the 
FY  1994  cost  estimates  represents  growth  in  services  provided  to  existing  customers. 
No  cross  servicing  to  new  organizations  are  included. 

The  FY  1994  increase  in  budget  estimate  attributable  to  cross  servicing  is  estimat- 
ed to  be  $6.9  million.  This  include  increases  for  inflation,  additional  one-time 
projects  and  increases  in  volume  for  current  cross-serviced  clients. 

Mr.  Livingston.  If  cross  servicing  growth  is  not  allowed  in  FY  1994,  how  will 
USDA  make  up  any  shortfalls  in  the  NFC  operating  budget? 

Response.  As  noted  above  cross-servicing  growth  relates  to  existing  clients.  We  do 
not  expect  this  growth  to  be  restricted.  For  example,  TSP  will  have  an  increase  in 
the  number  of  participants.  The  NFC  would  have  to  service  those  new  participants 
because  it  services  the  entire  TSP  program.  Therefore,  we  do  not  expect  any  budget 
shortfalls. 

Mr.  Livingston.  Will  these  budget  shortfalls  be  made  up  through  reductions  in 
force  at  the  NFC? 

Response.  As  I  said  in  the  answer  to  your  previous  question,  we  do  not  anticipate 
a  budget  shortfall.  Therefore,  we  do  not  anticipate  a  reduction  in  force  at  the  NFC. 

Mr.  Livingston.  Provide  for  the  record  USDA's  budget  submission  of  last  year 
(FY  93)  for  the  NFC's  operating  budget,  including  the  FY  1994  estimate  that  was 
made  with  the  FY  1993  budget  submission. 

Response.  I  will  provide  for  the  record  a  copy  of  the  National  Finance  Cen- 
ter's operating  budget  estimates  for  FY  1993.  We  did  not  include  a  budget  estimate 
for  FY  1994  with  the  FY  1993  budget  submission  for  this  account.  Since  this  is  a 
revolving  fund  we  do  not  submit  future  year  estimates. 

[The  information  follows:] 

National  Finance  Center — Fiscal  Year  1993  Funds  and  Staff  Year  Summary 
Obj.  CI.  Expense  Category:  Fiscal  year  1993 

budget 

11.1  Salaries 50,472 

11.7  Overtime 1,081 

11.8  Cash  Awards 279 

12.1  Benefits 7,994 

Subtotal— Personnel  Comp 59,826 

13.0  Benefits/Fmr.  Empl 108 

21.0  Travel 856 

22.0  Transportation 137 

23.1  Building  Rental 2,569 

23.2  Other  Comm.,  UtlL,  &  Rent 16,756 


no 

24.0  Printing  &  Repro 143 

25.0  Other  Services  (less  2583) 9,113 

25.1  Management  Fee 2,198 

26.0  Supplies  &  Materials 3,370 

31.0  Non — Cap.  Equipment 153 

43.0  Interest 0 

51.0  Depreciation 10,657 

Subtotal — Other  Operating  Costs 46,060 

Total  Operating  Costs 105,886 

31.0  Capital  Equipment  Purchases 7,730 

32.0  Land  and  Structures 0 

FTE  Ceiling  Staff  Years  (USDA) 856.00 

FTE  Ceiling  Staff  Years  (C/S) 557.00 

Total  Ceiling  Staff  Years 1,413.00 

FTE  Non-Ceiling  Staff  Years  (USDA) 45.00 

FTE  Non-Ceiling  Staff  Years  (C/S) 29.00 

Total  Non-Ceiling  Staff  Years 74.00 

Mr.  Livingston.  The  NFC  developed/implemented  the  Thrift  Savings  Plan  system 
for  the  Federal  government.  Was  that  development  successful? 

Response.  Yes,  it  was  fully  successful. 

Mr.  Livingston.  What  savings  have  been  documented  thus  far  from  the  TSP  de- 
velopment/implementation? 

Response.  There  have  been  no  formally  documented  savings  concerning  the  TSP 
development/ implementation.  Because  of  the  extremely  short  legislatively-required 
initial  implementation  schedule,  no  cost  estimates  were  obtained  from  private  ven- 
dors or  other  government  organizations  for  comparison  to  the  development  and  im- 
plementation costs  at  the  NFC.  However,  Thrift  Investment  Board  members  have 
commented  that  the  unit  costs  of  operating  the  recordkeeping  function  at  the  NFC 
are  lower  than  those  in  private  industry.  The  Board  also  had  a  private  consultant 
evaluate  alternatives  to  continuing  the  function  at  the  NFC.  The  consultant's  No- 
vember 1992  recommendation  was  that  it  was  in  the  Board's  best  interest  to  retain 
the  function  at  the  NFC. 

Mr.  Livingston.  Did  the  Department  restrict  the  NFC  from  developing  a  program 
accounting  system  for  the  Food  and  Nutrition  Service? 

Response.  No,  the  Department  did  not  restrict  the  NFC  from  developing  a  pro- 
gram accounting  system  for  FNS. 

Mr.  Livingston.  Who  implemented  this  system  for  FNS? 

Response.  The  competitive  contract  was  awarded  to  KPMG  Peat  Marwick. 

Mr.  Livingston.  Did  the  NFC  submit  an  informal  bid  for  such  a  system  that  was 
approximately  $4  million  less  than  the  final  contract  awarded? 

Response.  No,  the  NFC  did  not  submit  a  formal  or  informal  bid  for  such  a  system. 

Mr.  Livingston.  Did  the  Department's  Office  of  Finance  and  Management  recent- 
ly agree  to  a  pilot  program  or  process  with  the  Forest  Service  to  allow  them  to  use  a 
private  corporation  "general  ledger"  system  to  handle  accounting? 

Response.  Yes,  the  Chief  Financial  Officer  and  the  Forest  Service  are  finalizing 
an  agreement  to  develop,  on  a  pilot  basis,  an  "off  the  shelf  general  ledger  system 
that  can  be  used  both  at  the  Forest  Service  and  potentially  at  other  USDA  agencies. 

Mr.  Livingston.  What  company  is  providing  this  accounting  service? 

Response.  No  company  has  been  selected  at  this  time.  The  CFO,  Office  of  Finance 
and  Management  and  the  Forest  Service  are  in  the  process  of  developing  a  detailed 
action  plan  which  will  describe  the  steps  and  analysis  necessary  to  acquire  and  in- 
stall a  general  ledger  software  package. 

Mr.  Livingston.  At  what  cost  to  USDA  or  the  Forest  Service? 

Response.  The  cost  analysis  for  USDA  and  the  Forest  Service  has  not  been  com- 
pleted. We  will  complete  cost  analysis  before  procurement. 

Mr.  Livingston.  Was  a  cost  benefit  analysis  performed  on  the  acquisition  of  this 
system  versus  other  systems  or  doing  it  in  house  through  the  NFC?  If  so,  provide 
the  results  for  the  record.  If  not,  why  not? 

Response.  No  acquisition  of  a  "general  ledger"  system  for  the  Forest  Service  has 
been  made.  A  cost-benefit  analysis  will  be  completed  as  part  of  the  action  plan. 

Mr.  Livingston.  Is  this  system  that  was  acquired  by  the  Forest  Service  (or  USDA) 
on  the  GSA  approved  listing  of  acceptable  accounting  systems? 

Response.  "The  Forest  Service  has  not  acquired  a  system.  When  a  system  is  ac- 
quired, we  will  use  GSA's  mandatory  financial  management  systems  software  multi- 
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pie  award  schedule  program.  We  will  conduct  a  competitive  analysis  of  the  six 
schedule  contractors  and  issue  an  order  to  the  contractor  who  best  meets  Depart- 
ment and  Forest  Service  needs. 

Mr.  Livingston.  Did  USDA  also  agree  to  purchase  software  for  this  system  too? 

Response.  It  is  too  early  in  the  planning  process  to  determine  what,  if  any,  soft- 
ware will  be  required  at  the  NFC.  Under  the  responsibility  of  the  CFO,  we  are  also 
evaluating  Department-wide  system  needs  as  part  of  the  MAP  process. 

Mr.  DuRBiN.  Thank  you,  Mr.  Secretary,  for  your  patience.  And  I 
think  several  things  have  been  said  here  today  to  suggest  that  we 
want  to  keep  in  touch.  We  will  not  ask  you  to  come  here  unless  it 
is  something  where  we  both  feel  it  is  advantageous  for  us  to  get 
together,  but  we  will  be  working  close  with  your  staff  people  and 
your  new  appointments.  I  hope  you  will  feel  free  to  contact  this  sub- 
committee as  changes  occur  in  your  thinking  and  in  your  approach, 
because  we  want  to  be  doing  our  best  to  try  to  complement  and 
make  sure  we  come  up  with  a  good  work  product  for  the  taxpayers. 

Secretary  Espy.  Thank  you,  sir. 

Mr.  DuRBiN.  Thank  you  for  joining  us. 

And  thanks,  Mr.  Dewhurst. 

We  will  reconvene  at  1:00,  at  which  time  we  will  consider  wit- 
nesses by  the  minority  with  reference  to  the  economic  stimulus 
package.  Immediately  thereafter  we  will  go  to  markup  on  that 
stimulus  package. 

[The  prepared  statement  of  Secretary  Mike  Espy  follows:] 
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statement  by 

Mike  Espy 

Secretary  of  Agriculture 

Before  the  House  Appropriations  Subcommittee  on  Agriculture, 

Rural  Development,  Food  and  Drug  Administration,  and  Related  Agencies 

February  24, 1993 


Mr.  Chairman,  distinguished  IVIembers  of  the  Committee,  it  is  indeed  a  privilege 
to  appear  before  this  Committee  as  the  Secretary  of  Agriculture  to  discuss  the 
programs  and  budget  for  the  U.S.  Department  of  Aghculture. 

At  the  outset,  Mr.  Chairman,  I  would  like  to  say  that  I  look  forward  to  working 
with  my  former  colleagues  who  serve  on  this  Committee.   Because  of  my  previous 
association  with  the  Congress  and  my  experience  with  rural  development,  food  and 
farm  programs,  I  intend  to  work  hard  at  fostering  a  good  working  relationship  between 
the  Clinton  Administration  and  this  Committee.   As  you  well  know,  the  Department's 
programs  are  extremely  important  to  rural  residents,  consumers,  low-income  persons 
and  farmers  throughout  the  nation.   I  am  excited  about  heading  a  Department  that  can 
do  so  much  good  for  so  many  people.   In  order  to  carry  out  my  duties  as  Secretary  of 
Agriculture,  I  will  need  the  help  of  the  dedicated  employees  at  the  Department  and 
also  the  help  of  this  Committee  and  the  other  congressional  committees  with 
jurisdiction  over  the  Department's  programs. 

In  his  February  17  address  to  the  joint  session  of  the  Congress,  President 
Clinton  provided  a  broad  outline  of  his  economic  plan  and  the  need  for  deficit 
reduction.  The  specifics  of  our  FY  1994  budget  proposals  for  individual  programs  will 
be  submitted  to  the  Congress  in  mid-March.   So  today,  I  am  not  in  a  position  to 
discuss  with  you  specific  funding  recommendations  for  all  of  the  Department's 
programs.   Rather,  I  would  like  to  address  the  broad  outlines  of  the  President's 
economic  program  as  it  pertains  to  the  Department  of  Agriculture. 
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Clinton  Economic  Plan 

President  Clinton's  economic  plan  includes  three  basic  components: 
1)  a  short-term  economic  stimulus  package  that  will  affect  FY  1993;  2)  a  longer  term 
investment  program  that  will  affect  FY  1994-1997;  and  3)  a  serious,  credible  plan 
for  deficit  reduction.  The  deficit  reduction  part  of  the  plan  focuses  on  proposed 
discretionary  program  and  entitlement  savings  for  FY  1994  through  FY  1997  as 
well  as  across-the-board  reductions  in  overhead,  personnel  and  administrative  costs. 

The  Clinton  economic  plan  moves  us  in  the  right  direction  to  significantly  reduce 
the  deficit.   It  is  expected  that  the  plan  will  result  in  a  $325  billion  deficit  reduction  over 
four  years  -  with  the  deficit  falling  from  5.4  percent  to  2.7  percent  of  the  Gross 
Domestic  Product  over  this  period.  The  President's  budget  will  be  an  honest  budget. 
The  budget  will  contain  no  gimmicks  and  no  rosy  scenarios.   It  will  create  jobs  and  lift 
incomes. 

Clearly,  deficit  reduction  leading  to  lower  long-term  interest  rates  will  benefit  all 
America,  especially  rural  America  which  has  lacked  capital  for  economic  growth.     In 
1992,  interest  payments  on  the  debt  were  $200  billion,  over  three  times  the  total 
budget  for  the  Department  of  Agriculture.   These  interest  costs  are  eating  up  a  larger 
and  larger  share  of  the  budget,  taking  funds  away  that  could  be  used  for  productive 
investment.   A  sound  deficit  reduction  plan  must  face  up  to  the  facts  and  provide  the 
realistic  funding  levels  for  discretionary  and  entitlement  programs  that  will  bring  the 
deficit  down.   It  will  also  require  us  to  look  carefully  at  how  we  carry  out  and 
administer  programs. 
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Short-Term  Economic  Stimulus 

As  discussed  in  previous  testimony  before  this  Committee,  the  short-term 
economic  stimulus  package  as  it  affects  the  Department  of  Agriculture  will  include 
additional  funding  for: 

•  increasing  the  number  of  meat  inspectors 

•  constructing  water  and  waste  disposal  systems 

•  constructing  single  family  houses  and  repairing  low-income  housing 
repairing  and  constructing  watersheds 

•  enhancing  natural  resource  protection,  environmental  and  recreational 
infrastructure  on  the  National  Forests 

•  modernizing  and  repairing  Federal  agricultural  research  facilities 

»  expanding  the  WIC  caseload,  providing  more  commodities  for  the 

Emergency  Food  Assistance  Program  and  funding  meals  for  children 
added  to  the  Head  Start  Program. 

Lonqer-Term  Investments 

As  part  of  the  longer-term  investment  program  of  the  President's  plan,  nearly 
$18  billion  in  budget  authority  is  proposed  for  the  Department  of  Agriculture  for 
investments  in  both  human  and  physical  capital  over  the  next  four  years. 

The  Department  plays  a  vital  role  in  the  rural  economy.   The  Secretary  of 
Agriculture,  under  the  law,  is  to  provide  leadership  within  the  executive  branch  for  rural 
development  efforts.   I  INTEND  TO  DO  THAT.   I  intend  to  be  loud  and  persistent 
voice  for  rural  America  at  the  Cabinet  table.   Rural  revitalization  will  be  one  of  my  top 
priorities.   USDA  programs  can  help  lead  in  turning  the  country  in  a  new  direction. 

As  part  of  the  rural  development  initiative  in  the  Clinton  Economic  Plan,  we  are 
requesting  significant  increases  in  programs  providing  loans  and  grants  for  housing, 


115 


-4- 

community  facilities,  and  airal  businesses  with  emphasis  on  small  enterprises.  Water 
and  waste  water  loans  will  be  increased  to  reflect  the  higher  program  levels  achieved 
in  FV^  1993  through  the  stimulus  package. 

In  the  food  safety  area,  there  are  a  number  of  initiatives.   First,  an  additional  40 
meat  and  poultry  inspectors  will  be  hired  in  addition  to  the  160  hired  in  FY  1993  and  a 
major  research  initiative  to  reduce  the  level  of  food-borne  pathogens  will  be  initiated. 
In  the  food  assistance  area,  we  are  proposing  a  $9  billion  increase  over  four  years  in 
the  Food  Stamp  Program.   Food  Stamp  increases  will  help  offset  the  effects  of  the 
energy  tax  on  low-income  households.  We  are  also  proposing  increased  funding  for 
WIC  over  four  years  so  that  all  people  eligible  for  the  program  are  covered  by  the  end 
of  FY  1996.   In  order  to  pay  for  meals  for  pre-school  children  added  to  Head  Start,  we 
propose  additional  funding  for  the  Child  and  Adult  Care  Food  Program  during  FY  1994 
-  FY  1997  that  would  build  on  a  similar  increase  for  FY  1993. 

We  also  will  propose  to  increase  competitive  grants  under  the  National 
Research  Initiative  by  $480  million  over  four  years  to  support  high  priority  agricultural, 
food  and  environmental  research. 

Proposed  Discretionary  Reductions 

In  order  to  reduce  the  deficit,  spending  on  discretionary  programs  will  have  to 
be  reduced.   The  President's  1994  Budget  will  propose  $2.5  billion  in  cumulative 
program  reductions  during  FY  1994-1997  period  in  the  Department's  discretionary 
programs.  A  number  of  programs  will  be  targeted  for  reductions. 

A  major  proposal  in  the  budget  will  be  the  creation  of  a  single  Farm  Service 
Agency.  The  agency  wrill  be  created  from  the  current  USDA  agencies  serving  farmers 
at  the  county  and  regional  level.  These  agencies  include  the  Agricultural  Stabilization 
and  Conservation  Service,  the  Soil  Conservation  Service,  the  Federal  Crop  Insurance 
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Corporation,  and  the  Farmers  Home  Administration.   The  proposal  would  improve 
service  for  farmers  while  reducing  staff  needs  and  administrative  overhead  at  the 
USDA  National,  State  and  local  levels.  As  stated  at  my  confirmation  hearing,  my 
priority  is  to  streamline  from  top  to  bottom  starting  with  the  Washington  bureaucracy 
first  and  then  restructuring  the  field  offices.   In  setting  up  the  new  agency  we  will  be 
looking  for  ways  to  improve  productivity,  reduce  regulatory  burdens,  reduce  paperwork 
requirements,  and  make  our  operations  more  client  friendly. 

I  am  also  proposing  restructuring  other  functions  in  USDA  to  improve  efficiency 
and  reduce  costs.   I  will  be  working  with  the  Congress  to  carry  through  on  these 
reorganization  proposals. 

In  addition  to  these  restructuring  and  streamlining  efforts,  the  budget  before  this 
Committee  will  propose  a  number  of  other  discretionary  program  changes  including 
the  following: 

•  REA  loans  would  be  made  at  Treasury  rates  while  preserving  loans  for 
truly  needy  borrowers. 

Meat  and  poultry  inspection  fees  would  be  charged  to  cover  all  overtime 
work  by  Federal  inspectors  beyond  the  first  scheduled  shift. 

•  Lower  priority  economic  and  agricultural  research  would  be  eliminated. 

•  Funding  for  foreign  agriculture  market  development  activities  would  be 
reduced  by  targeting  areas  most  in  need  of  Federal  assistance.  The 
Market  Promotion  Program  would  be  maintained  at  the  current  level. 

•  FmHA  direct  farm  credit  would  be  reduced  but  subsidized  guarantees 
would  be  increased. 
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Entitlement  Programs 

We  can  not  reduce  the  deficit  unless  savings  are  achieved  in  the  entitlement 
area  of  the  budget.  While  health  care  costs  are  the  most  significant  area  in  this 
regard,  USDA  programs  also  must  make  a  contribution,  keeping  in  mind  that  these 
programs  made  a  significant  contribution  in  the  1990  Budget  Agreement.   Our  farmers 
have  already  given  a  lot  and  they  should  be  proud  that  their  contribution  and  what 
they  do  to  produce  food  and  fiber  in  this  country  has  been  recognized  by  this 
Administration. 

The  1994  budget  for  USDA  contains  $4.7  billion  in  cumulative  savings  for  Pi' 
1994-1997  for  entitlement  programs.   However,  I  want  to  assure  the  Committee  that, 
aside  from  a  modest  targeting  proposal,  the  major  farm  commodity  programs  will  be 
left  intact  until  the  1995  Farm  Bill.    We  will  take  no  unilateral  action  that  will  make  our 
farmers  weaker  in  international  negotiations.   I  do  not  want  to  undermine  our  leverage 
in  the  negotiations  with  Draconian  cuts  in  farm  programs  at  this  point  in  time.   In  1995, 
we  will  take  a  fresh  look  at  the  situation.   For  the  1995  Farm  Bill,  and  beginning  with 
the  1996  crops,  we  are  now  intending  to  propose  as  part  of  the  President's  program 
increasing  the  noneligible  payment  acres,  eliminating  the  0/92  and  50/92  programs 
and  increasing  assessments  on  "nonprogram"  Federally  subsidized  commodities.  This 
will  be  done  to  help  reduce  the  deficit  in  the  out-years,  and  provide  farmers  with 
increased  flexibility  in  planting  decisions  to  respond  to  market  conditions. 

In  an  effort  to  better  target  income  support  payments  to  smaller,  family  sized 
farmers,  these  payments  would  be  limited  to  those  farmers  making  less  than  $100,000 
in  off-farm  income  starting  with  1994  crops.   Also,  wool  and  mohair  direct  support 
payments  would  be  limited  to  $50,000  per  person.  As  was  discussed  in  the 
campaign,  honey  program  subsidies  would  be  eliminated  beginning  in  FY  1994.  This 
is  the  only  commodity  program  proposed  for  termination. 
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In  addition  to  these  program  changes,  the  crop  insurance  program  is  also  in 
need  of  reform.   It  is  proposed  that  indemnities  would  be  based  on  area  (county)  yield, 
rather  than  an  individual  farm  experience.   To  the  extent  that  commodity  disaster 
payments  are  made  in  the  future,  the  loss  threshold  would  be  increased  from  35  to 
40  percent  for  those  producers  with  crop  insurance  and  from  40  to  50  percent  for 
those  producers  without  crop  insurance. 

Concerning  Food  Stamp  administrative  expenses,  beginning 
April  1 ,  1994,  all  state  welfare  administrative  expenses  would  be  limited  to  a  50 
percent  match  with  Federal  funds.  This  includes  AFDC  and  Medicaid  as  well  as 
Food  Stamps. 

Across-the-Board  Reductions 

The  President  also  announced  governmentwide  reductions  in  employment  and 
pay  costs  as  well  as  a  14  percent  reduction  in  administrative  costs  over  four  years. 
These  actions,  of  course,  are  designed  to  improve  operations  and  efficiency  of  the 
Government's  programs.   All  of  the  details  of  these  actions  are  under  development 
and  will  be  submitted  with  the  budget  in  March.   When  the  actions  are  completed,  the 
Department  of  Agriculture  will  be  a  leaner,  more  effective  organization. 

Recently  there  has  been  publicity  about  the  effectiveness  of  the  Department  of 
Agriculture.   The  perception  in  some  quarters  is  that  USDA  has  become  an  outmoded 
and  unresponsive  bureaucracy,  no  longer  client  friendly  or  interested  in  reaching  out 
beyond  the  traditional  farmer  client  base  to  others  who  also  have  legitimate  concerns. 
I  promise  to  seriously  and  thoughtfully  address  the  valid  concerns  and  criticisms 
expressed  and,  where  appropriate,  make  changes  in  USDA  operations. 
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The  Department  of  Agriculture  has  long  been  known  as  the  "People's 
Department."   In  fact,  I  believe  it  was  Abraham  Lincoln  who  coined  the  phrase.   Based 
on  Congressional  authorizing  and  appropriations  legislation,  the  Department  has  been 
mandated  to  carry  out  a  broad  and  diverse  set  of  programs,  with  a  broad  constituency 
of  people  who  are  affected  by  its  activity.  As  Secretary  of  Agriculture,  I  want  you, 
Mr.   Chairman,  and  each  member  of  this  Committee  to  know  that  I  will  dedicate  myself 
and  the  Department  to  being  a  positive  force  in  improving  the  economic  health  of 
America,   particularly  rural  America.   I  intend  to  work  hard  to  ensure  that  people  living 
in  rural  America  have  access  to  the  basic  services  which  other  areas  of  the  country 
take  for  granted  --  including  them  fully  in  President  Clinton's  strategy  for  economic 
revitalization.   I  will  seek  to  reach  out  to  all  USDA  constituents  and  become  an  honest 
broker  for  their  responsible  concerns  inside  the  agency. 

That  concludes  the  comments  I  would  like  to  make  today.   I  look  forward  to 
working  closely  with  the  Committee  concerning  our  mutual  interest  in  the  well-being  of 
rural  America.   I  would  be  pleased  to  answer  any  questions  you  may  have. 


Tuesday,  February  16,  1993. 

OFFICE  OF  INSPECTOR  GENERAL 
WITNESSES 

CHARLES  R.  GILLUM,  ACTING  INSPECTOR  GENERAL,  OFFICE  OF  THE  IN- 
SPECTOR GENERAL 

JAMES  R.  EBBITT,  ASSISTANT  INSPECTOR  GENERAL  FOR  AUDIT,  OFFICE 
OF  THE  INSPECTOR  GENERAL 

CRAIG  L.  BEAUCHAMP,  ASSISTANT  INSPECTOR  GENERAL  FOR  INVESTI- 
GATIONS, OFFICE  OF  THE  INSPECTOR  GENERAL 

DELMAS  R.  THORNSBURY,  DIRECTOR,  RESOURCES  MANAGEMENT  DIVI- 
SION, OFFICE  OF  THE  INSPECTOR  GENERAL 

STEPHEN  B.  DEWHURST,  BUDGET  OFFICER,  DEPARTMENT  OF  AGRICUL- 
TURE 

Opening  Remarks 

Mr.  Durbin.  Witnesses  come  and  witnesses  go,  but  Mr.  Steve  Dew- 
hurst  is  always  here,  like  Bartleby  the  Scrivener,  never  leaving 
his  post. 

I  am  happy  to  welcome  the  Office  of  the  Inspector  General,  par- 
ticularly Mr.  Charles  Gillum,  the  Acting  Inspector  General;  the  As- 
sistant Inspector  General  for  Audit,  James  Ebbitt;  the  Assist- 
ant Inspector  General  for  Investigations,  Craig  Beauchamp;  and 
Delmas  Thornsbury,  the  Director  of  the  Resources  Management  Di- 
vision. 

Thank  you  for  joining  us  this  afternoon. 

Mr.  Gillum.  Mr.  Chairman,  as  you  well  know,  we  submitted  a 
lengthy  statement  in  response  to  your  request  for  us  to  be  here 
today.  It  is  lengthy.  I  would  suggest  if  it  is  all  right  with  the  com- 
mittee, that  we  either  go  straight  to  questions  or  I  summarize  the 
statement,  either  way. 

Mr.  Durbin.  Let's  go  to  questions.  I  have  a  lot  of  them,  and  I 
think  we  will  end  up  covering  most  of  them. 

[Clerk's  note. — Mr.  Gillum's  biography  appears  on  page  173.  The 
Acting  Inspector  General's  prepared  statement  appears  on  pages  174 
through  207.  The  explanatory  notes  appear  on  pages  208  through 
226,  which  were  received  by  the  Committee  on  April  28,  1993.] 

BID  RIGGING — SCHOOL  LUNCH  PROGRAM 

Mr.  Durbin.  Let's  start  with  a  topic  that  weis  in  the  news  yester- 
day. CNN  did  a  special  report  concerning  bid-rigging  in  the  school 
lunch  program.  I  missed  it  when  it  was  first  aired,  but  I  saw  it 
today.  They  pointed  to  the  fact  that,  in  some  instances,  for  over  30 
years  there  has  been  evidence  of  bid-rigging  in  the  program.  Recent 
cases  involve  some  major  dairy  and  milk  producers  in  the  country. 
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There  was  one  reference  to  USDA  and  whether  or  not  the  De- 
partment was  on  top  of  this  problem,  alluding  to  the  fact  that  they 
weren't  monitoring  the  industry  as  closely  as  they  should. 

Would  you  tell  me  what  the  involvement  of  your  office  is  in  this 
investigation? 

Mr.  GiLLUM.  Well,  it  is  a  timely  question,  and  unfortunately  I 
didn't  see  the  CNN  piece.  But  it  is  an  area  in  which  we  have  done 
some  work,  and  we  have  had  a  number  of  notable  successes,  par- 
ticularly in  the  last  year  or  two. 

To  say  that  it  is  a  problem  that  we  are  always  on  top  of,  or  that 
we  have,  ferreted  out  every  single  instance  of  it,  I  wouldn't  want  to 
go  that  far.  We  are  always  pursuing  these  things  aggressively  as 
they  come  to  our  attention. 

In  the  last  year,  we  have  had  a  couple  of  notable  successes,  most 
recently  in  the  press  involving  Borden  Company,  a  major  settle- 
ment in  which  we  were  major  players. 

Mr.  DuRBiN.  May  I  ask  you  a  question  about  that?  The  CNN 
story  suggested  that  this  investigation  was  conducted  in  the  State 
of  Florida.  I  know  you  haven't  had  a  chance  to  seer  it,  but  I  will  try 
to  recount  it  accurately. 

They  also  indicated  that  the  investigation  was  conducted,  for  the 
most  part,  by  the  Department  of  Justice,  as  I  am  sure  it  would  be 
with  something  of  this  magnitude.  As  a  result  of  the  investigation, 
there  have  been  231  convictions  and  $100  million  in  fines  and  set- 
tlements so  far. 

I  spoke  to  the  producer  of  that  show  this  morning,  who  is  in  At- 
lanta. He  said  it  was  his  impression  that  for  whatever  reason,  the 
USDA  and  its  internal  operation  would  not  have  come  up  with 
this,  whether  it  is  by  virtue  of  lack  of  staff  personnel  or  lack  of 
clear  authority  to  look  into  something  as  complicated  as  bid-rig- 
ging. 

What  is  your  comment  on  that? 

BID-RIGGING  JURISDICTION 

Mr.  GiLLUM.  Well,  I  think  there  is  two  things  that  come  into  play 
there.  Number  one,  it  would  be  the  Antitrust  Division  of  Main  Jus- 
tice's jurisdiction.  They  have  the  area  of  expertise,  and  whenever 
these  things  come  to  our  attention,  we  immediately  go  to  that 
office  and  follow  their  advice.  These  cases  are  always  complex, 
lengthy,  and  we  seldom  ever  get  through  them  within  a  couple  of 
years.  They  just  take  a  long  time  and  they  are  very  staff  intensive. 

I  don't  know  of  any  processes  involving  any  program  where  there 
are  controls  that  essentially  identify  a  particular  crime.  Antitrust 
violations  are  crimes  that  usually  come  to  our  attention  like  others 
where  somebody  gets  disgruntled  or  offended,  somebody  gets  the 
shaft,  and  they  come  forward. 

WHISTLEBLOWER  REFERRALS 

Mr.  DuRBiN.  Whistleblowers? 
Mr.  GiLLUM.  Yes,  and  we  try  to  follow  up. 

Mr.  DuRBiN.  In  terms  of  the  responsibility  of  your  agency,  would 
you  be  asking  questions  of  any  program  that  would  lead  you  to  con- 
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elusions  that  surfaced  in  this  situation,  where  there  was  suspicion 
of  bid-rigging  in  22  different  States  over  a  period  of  three  decades? 

Mr.  GiLLUM.  We  would,  but — it  would  have  to  go  to  that — we 
would  have  to  be  looking  at  that  particular  program. 

On  the  audit  side,  the  audit  standards  are  clear  that  the  auditors 
look  for  fraud  and  waste  and  they  are  to  report  it.  And  they  have 
their  auditing  standards  which  build  in  steps  to  look  for  that. 

Mr.  DuRBiN.  Let  me  address  a  particular  aspect  of  your  state- 
ment. I  think  you  have  an  excellent  statement  here  and  I  would 
like  to  get  into  the  particulars,  but  let  me  go  to  one  of  the  conclu- 
sions. 

I  was  troubled  to  read  in  the  closing  pages  of  how  few  actual 
complaints  you  were  able  to  investigate  because  of  your  own  limit- 
ed personnel.  You  talk  about  whistleblower  referrals  and  your  hot- 
line. Tell  us  a  little  bit  about  calls  you  receive  that  can't  be  an- 
swered, can't  be  responded  to. 

Mr.  GiLLUM.  Part  of  the  problem  is  that  we  don't  always  directly 
handle  them  ourselves.  We  screen  them,  we  apply  certain  criteria 
to  see  what  we  might  get,  whether  there  is  a  crime,  whether  a  high 
level  official  is  involved,  what  the  dollar  recovery  is,  and  we  bal- 
ance those  against  our  other  workload  criteria.  If  they  don't  meet 
those  criteria,  we  farm  them  out  to  other  agencies  within  the  De- 
partment and  ask  them  to  respond  to  us.  We  try  to  put  a  quality 
control  check  on  these  to  assure  that  we  get  an  honest  answer,  and 
we  have  to  operate  on  the  presumption  of  regularity. 

WHISTLEBLOWER  REFERRAL  WORKLOAD 

Mr.  DuRBiN.  You  make  a  statement,  in  the  second  to  last  para- 
graph, that  "Each  year  we  are  unable  to  investigate  about  a  thou- 
sand allegations  of  wrongdoing  or  employee  misconduct  which 
agency  managers  refer  to  OIG  for  investigation." 

So,  I  take  it  from  that  statement,  you  are  not  farming  those  com- 
plaints out.  They  have  referred  allegations  to  you  and  you  cannot 
meet  that  need  which  would  require  investigating  about  a  thou- 
sand cases. 

Mr.  GiLLUM.  That  is  true,  and  we  refer  them  back  to  them  and, 
when  they  have  investigative  or  compliance  review  staff,  we  ask 
them  to,  if  they  find  something,  tell  us  and  we  pick  it  up  and 
follow  it.  Otherwise,  they  resolve  it  themselves.  And  that  is  in  addi- 
tion to  the  other  4,000  complaints  that  come  through  the  hotline. 

Mr.  DuRBiN.  You  receive  four  thousand  complaints  annually, 
through  the  hotline? 

Mr.  GiLLUM.  Yes,  sir. 

Mr.  DuRBiN.  I  don't  know  how  other  agencies,  if  they  have  simi- 
lar hotlines,  handle  the  volume,  but  I  am  amazed  with  the  num- 
bers we  are  dealing  with  here.  Do  you  have  any  suggestions  as  to 
how  this  might  be  handled  differently? 

Mr.  GiLLUM.  Considering  OIG's  present  staff  resources,  we  are 
doing  everything  possible  to  handle  hotline  complaints  in  an  expe- 
dient manner  and  are  constantly  working  on  new  ways  to  improve 
our  complaint  handling  process.  Since  1985,  OIG  and  the  Office  of 
Personnel,  working  together,  have  trained  administrative  officers, 
personnel  specialists,  and  employee  relations  specialists  from  other 
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USDA  agencies  in  conducting  noncriminal  personnel  misconduct 
investigations.  In  addition  to  OIG,  USDA  has  473  trained  personnel 
misconduct  investigators  to  handle  the  noncriminal  and  less  seri- 
ous hotline  complaints.  We  intend  to  continue  this  program.  We 
are  also  increasing  our  monitoring  and  coordinating  efforts  with 
agency  compliance  and  investigative  units  which  conduct  inquiries 
into  the  complaints  referred  to  the  agencies. 

FOOD  STAMP  INVESTIGATIONS 

Mr.  DuRBiN.  You  look  at  a  lot  of  programs  but  you  look  at  one 
program  more  than  any  other,  and  that  is  the  Food  Stamp  pro- 
gram. I  don't  know  a  single  USDA  program  that  upsets  people  in 
my  district  more  than  the  Food  Stamp  program.  People  in  my  dis- 
trict who  can't  remember  their  social  security  number  can  tell  you 
exactly  what  was  in  a  food  stamp  recipients  grocery  cart  two  years 
ago.  They  will  say  to  me,  "She  was  buying  a  steak  and  I  am  buying 
hamburger,  what  is  going  on?"  They  remember  these  things. 

You  have  some  stories  here  that  are  nothing  short  of  amazing  as 
to  what  you  have  found  by  way  of  fraud  and  abuse  in  this  program. 

I  would  appreciate  it  if  you  would  tell  me,  is  fraud  and  abuse  in 
this  program  getting  any  better?  Are  we  getting  more  vigilant  in 
watching  this  program,  or  is  the  level  of  fraud  increasing  dramati- 
cally? 

FSP — VOLUME  INCREASE 

Mr.  GiLLUM.  I  am  not  sure  that  the  level  per  se  has  increased. 
Certainly  the  volume  of  the  program  itself  has  increased.  And  as 
the  volume  of  the  program  has  increased,  which  is  run  through  a 
lot  of  local  and  State  agencies,  their  abilities  to  monitor  those  pro- 
grams, and  certainly  the  abilities  of  the  Food  and  Nutrition  Service 
staff  to  deal  with  that  larger  volume  of  activity,  increases  the  level 
of  vulnerability  on  the  program. 

In  our  own  case,  yes,  I  think  we  do  get  better  with  experience  in 
dealing  with  some  of  these  investigations.  But  it  is  probably  a  com- 
bination of  all  those  things — it  is  certainly  not  just  a  single  thing. 

FSP — INCREASED  WORKLOAD 

Mr.  DuRBiN.  In  your  statement  you  say  that  in  your  annual  plan 
for  fiscal  year  1993  you  anticipated  spending  about  35  percent  of 
your  investigative  resources  on  the  Food  Stamp  program.  In  the 
first  quarter  of  the  year  you  have  devoted  almost  50  percent  of 
your  total  investigative  resources  to  food  stamp  fraud  investiga- 
tions. To  what  do  you  attribute  this  increase? 

Mr.  GiLLUM.  During  the  period  when  the  OIG  1993  annual  plan 
was  prepared,  we  placed  major  emphasis  on  continuing  our  investi- 
gations of  "high  redeemer/ low  volume"  retailers.  These  are  FNS- 
authorized  firms  whose  food  stamp  redemptions  are  consistently 
larger  than  the  gross  food  sales  they  have  reported  to  FNS  as  part 
of  the  retailer  authorization  process. 

We  anticipated  our  resources  allocated  to  this  special  initiative 
would  continue  to  be  quite  high  during  the  first  quarter  of  FY  1993 
and  gradually  decrease  during  the  next  three  quarters.  In  addition 
to  those  "high  redeemer/low  volume"  cases,  we  have  experienced 
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more  requests  and  pressures  than  we  had  earlier  anticipated  to  in- 
crease our  efforts  to  address  the  continuing  problem  of  street  traf- 
ficking of  food  stamps. 

Mr.  DuRBiN.  Do  you  expect  this  level  to  continue  throughout  the 
remainder  of  the  year? 

Mr.  GiLLUM.  Our  investigative  resources  devoted  to  food  stamp 
fraud  investigations  have  increased  during  the  first  quarter  of  FY 
1993;  however,  we  believe  these  resources  will  decrease  somewhat 
with  the  completion  of  a  number  of  our  "high  redeemer /low 
volume"  investigations.  By  the  end  of  FY  1993,  our  cumulative  re- 
source allocation  to  food  stamp  fraud  investigations  should  be 
closer  to  40  percent. 

FOOD  STAMP  INVESTIGATIVE  REPORTS 

Mr.  DuRBiN.  Please  provide  a  table  of  food  stamp  investigative 
reports  for  fiscal  year  1992  similar  to  the  one  provided  last  year. 
Mr.  GiLLUM.  I  will  provide  the  information  for  the  record. 
[The  information  follows:] 

U.S.  DEPARTMENT  OF  AGRICULTURE— OFFICE  OF  INSPECTOR  GENERAL  FOOD  STAMP  PROGRAM 

REFERRALS-FISCAL  YEAR  1992 


state 


Cases  issued 


Referred  to 
DOJ 


Accepted  by 
DOJ 


Alabama 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of  Columbia . 

Florida 

Georgia 

Hawaii 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 


5 

4 

18 

3 

1 

1 

23 

4 

11 

8 

11 

7 

2 

1 

10 

6 

34 

14 

19 

14 

1 

1 

44 

12 

13 

5 

10 

5 

6 

1 

1 

1 

43 

35 

3 

2 

19 

4 

14 

4 

56 

16 

21 

15 

1 

1 

41 

28 

16 

3 

2 

17 

0 

0 

1 

0 

0 

63 

32 

8 

9 

5 

0 

69 

33 

11 

21 

20 

6 

1 

0 

0 

78 

4 

1 

1 

1 

0 

2 

2 

1 

44 

23 

19 
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U.S.  DEPARTMENT  OF  AGRICULTURE-OFFICE  OF  INSPECTOR  GENERAL  FOOD  STAMP  PROGRAM 
REFERRALS— FISCAL  YEAR  1992— Continued 


state 


Rhode  Island .. 
South  Carolina 
South  Dakota. 

Texas  

Utah 

Virgin  Islands. 

Virginia 

Washington .... 
West  Virginia . 

Wisconsin 

Wyoming 

Total. 


Cases  Issued 

Referred  to 
DOJ 

Accepted  by 

2 

1 

0 

3 

1 

0 

4 

2 

2 

100 

49 

25 

10 

8 

8 

16 

13 

4 

21 

8 

4 

4 

2 

1 

15 

9 

5 

9 

2 

1 

1 

1 

1 

901 


410 
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FOOD  STAMP  PROGRAM 

Mr.  DuRBiN.  Also,  would  you  please  update  the  table  that  ap- 
pears on  page  253  of  last  year's  hearing  record  which  shows  how 
much  of  your  budget  is  spent  on  monitoring  the  Food  Stamp  pro- 
gram to  reflect  fiscal  year  1991  actuals  and  fiscal  year  1993  esti- 
mates. 

Mr.  GiLLUM.  I  will  provide  the  information  for  the  record. 

[The  information  follows:] 

Fiscal  Year  Amount 

1990 $8,424,000 

1991 11,225,000 

1992 12,839,000 

1993* 13,500,000 

*  Estimated 

RECOMMENDATIONS  TO  UNCOVER  FRAUD 

Mr.  DuRBiN.  Have  you  made  any  recommendations  to  the  Ad- 
ministrators of  these  programs  that  you  think  might  lessen  the  in- 
cidence of  fraud? 

Mr.  GiLLUM.  We  think  there  are  a  number  of  things  out  there, 
and  we  hope  that  as  the  new  Administration  gets  itself  in  gear, 
that  we  can  revisit  some  of  them. 

The  top  of  my  list,  of  course,  deals  with  improving  information 
systems  that  the  Food  and  Nutrition  Service  has  at  its  availability, 
so  that  it  has  accurate  and  timely  data,  data  which  can  be  analyzed 
to  better  help  the  program.  And  then  simply  through  that  process, 
to  provide  better  monitoring. 

It  is  much  better  to  close  the  barn  door  before  the  horse  gets  out 
than  it  is  for  to  us  come  in  later  and  make  these  cases  on  the  back 
end. 

This  Committee  saw  fit,  the  year  before  last,  I  think  it  was,  to 
give  FNS  an  extra  $1  million,  which  they  put  to  improving  the  re- 
tailer authorization  process,  and  they  are  in  the  process  of  doing 
that.  And  that  will  be  helpful  because  that  will  be  better  data  than 
is  available. 
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We  testified  last  year  before  a  number  of  Committees  of  Congress 
on  the  EBT  program,  and  we  are  strong  believers  that  EBT,  by 
simply  getting  the  paper  off  the  street,  will  help  us  help  combat 
fraud  in  that  program. 

The  other  thing  is  we  have  to  have  further  cooperation  with  other 
agencies,  that  has  to  be  a  part  of  this  whole  process. 

Mr.  DuRBiN.  Yet  you  tell  us  that  even  with  the  EBT  program  you 
have  found  instances  of  fraud? 

Mr.  GiLLUM.  We  did,  but  the  plus  side  of  that  is  we  used  the 
system  itself  to  combat  the  fraud  in  the  program.  It  produced  the 
data  which  led  us  to  the  bad  guys  and  produced  the  data  for  us  to 
get  to  the  fraud,  but  it  has  some  weaknesses.  The  breakdown  there 
was  that — if  you  take  some  strong  arm  people  and  they  get  the 
people  to  give  them  their  cards — they  can  find  a  vendor  who  will 
work  with  them  in  the  process,  then  they  can  scam  that  system. 

We  are  not  so  naive  to  think  they  won't  try  to  think  of  new 
ways,  if  they  have  electronic  cards.  But  the  electronic  cards  leave  a 
trail  and  an  ability  to  analyze  this  data  that  makes  it  a  lot  better 
than  chasing  all  this  data  out  there. 

FSP  PENALTIES 

Mr.  DuRBiN.  In  a  case  of  fraud  using  EBT  in  Reading,  Pennsylva- 
nia one  hundred  and  thirty-two  food  stamp  participants  had  pled 
guilty  and  were  suspended  from  participating  in  the  program  for  two 
years.  Do  you  think  the  penalties  are  tough  enough  when  dealing 
with  a  fraud  case? 

Mr.  GiLLUM.  We  think  suspension  is  a  great  tool,  not  only  in  the 
Food  Stamp  program  but  in  a  lot  of  other  programs,  because  in  my 
experience  in  GSA  and  SBA,  it  is  proven  that  a  lot  of  companies 
and  a  lot  of  people  who  do  business  and  are  beneficiaries  of  the  De- 
partment's program,  would  almost  rather  go  to  jail  than  be  de- 
barred, because  the  debarment  process  has  effect  on  them. 

Each  of  these  cases  has  to  be  evaluated  on  its  own.  Is  two  years 
in  one  case  good?  I  don't  know.  Part  of  the  tradeoff  normally  is 
that  there  is  a  family  involved,  and  when  you  debar  the  main  re- 
cipient, it  penalizes  the  children  or  the  people  you  really  would  like 
most  to  help  in  that  program,  and  that  is  the  tough  thing  that  pro- 
gram managers  have  to  deal  with. 

EBT — DISBARMENT 

Mr.  DuRBiN.  In  this  same  case,  two  store  owners  were  also  found 
guilty.  Were  they  barred  from  the  program  for  any  period  of  time? 

Mr.  GiLLUM.  The  store  has  been  out  of  business  since  April  1992 
when  charges  were  filed  against  the  owners  and  the  EBT  equip- 
ment was  removed  by  the  State  agency.  FNS  has  advised  that  in 
the  next  2  weeks  it  will  initiate  action  to  permanently  disqualify 
the  store  from  participating  in  the  FSP.  Based  upon  the  owners' 
convictions  for  food  stamp  fraud  and  the  disqualification  of  their 
store,  FNS  has  the  authority  to  reject  any  future  applications  sub- 
mitted by  the  owners  seeking  authorization  to  redeem  food  stamps. 
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FSP — QUAUTY  CONTROL 

Mr.  DuRBiN.  On  page  nine  of  your  statement  you  say  that  al- 
though food  stamp  error  rates  have  declined  from  9.54  percent  in 
fiscal  year  1983  to  6.96  percent  in  fiscal  year  1991,  this  still  result- 
ed in  estimated  over-payments  of  $1.2  billion  in  fiscal  year  1991. 
Have  you  made  recommendations  to  the  Food  and  Nutrition  Serv- 
ice on  ways  to  improve  the  quality  control  process  to  further 
reduce  error  rates?  If  so,  what  were  they? 

Mr.  GiLLUM.  States  are  required  to  evaluate  quality  control,  QC, 
results  for  trends  and  develop  corrective  action  plans,  CAP,  to 
reduce  the  error  rate.  A  1992  audit  in  Georgia  found  that  the  CAP 
did  not  target  households  that  QC  reviews  showed  had  a  higher  po- 
tential for  error.  This  State  had  the  second  highest  error  rate  in 
the  Nation  in  FY  1990,  and  income  misreporting  caused  about 
$28.6  million  in  overissuances.  We  made  recommendations  to  FNS 
to  provide  additional  assistance  to  the  State  agency  to  develop  ef- 
fective error  reduction  initiatives  and  to  ensure  implementation  to 
develop  effective  error  reduction  initiatives  and  to  ensure  imple- 
mentation of  the  initiatives  by  county  offices.  We  specifically  rec- 
ommended ways  to  target  error-prone  cases.  For  example,  our 
review  of  the  QC  results  disclosed  that  county  office  personnel  were 
not  timely  processing  income  data  for  households  required  to 
report  on  a  monthly  basis.  A  household  that  does  not  have  a  stable 
income  has  benefits  determined  by  the  Monthly  Reporting  Retro- 
spective Budgeting  Method.  We  noted  that  78  percent  of  QC  cases 
with  errors  were  households  required  to  report  monthly.  We  recom- 
mended that  first-line  supervisors  be  required  to  specifically  target 
these  monthly  cases  as  part  of  their  required  quality  assessments 
of  eligibility  workers'  performance.  We  also  recommended  that 
first-line  supervisors  identify  their  eligibility  workers  with  high 
error  rates  to  ensure  that  these  workers  receive  sufficient  oversight 
and  training. 

FNS  is  working  with  the  State  to  implement  our  recommenda- 
tions. 

In  FY  1993,  we  plan  to  continue  audit  work  in  this  area  for  com- 
pliance with  program  requirements  to  develop  and  monitor  correc- 
tive action  plans  to  reduce  issuance  error  rates. 

FSP  FRAUD  EXAMPLE 

Mr.  DuRBiN.  Let  me  ask  one  final  question  at  this  time.  I  have 
some  additional  questions  I  would  like  to  ask,  but  first  I'll  give  my 
colleagues  some  time.  I  will  come  back  to  my  additional  questions, 
following  theirs. 

Let's  assume  that  someone  told  me,  at  this  moment,  of  a  liquor 
store  with  a  crap  game  in  the  back  of  it  where  they  encourage  cus- 
tomers to  play  using  their  food  stamps.  What  should  I  do  with  that 
information? 

Mr.  GiLLUM.  Report  it  to  us. 

Mr.  DuRBiN.  Thank  you. 

Mr.  Skeen? 

Mr.  Skeen.  Let's  stay  on  this  food  stamp  fraud.  Recently  I  read 
the  story  about  a  wholesale  meat  firm  in  New  York  that  had  been 
laundering  something  like  $82  million  of  food  stamps.  It  seems  to 
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be  getting  worse  instead  of  better.  Also,  you  spent  40  percent  of 
your  investigative  time  on  food  stamp  fraud. 
Mr.  GiLLUM.  Yes,  sir. 

HOT  LINE  PROCESS 

Mr.  Skeen.  That  doesn't  leave  you  a  great  deal  of  time.  You  men- 
tioned the  thousand  calls  that  you  had,  or  4,000  calls  that  you  get. 
Do  you  scan  those  for  prioritization? 

Mr.  GiLLUM.  Oh,  clearly. 

Mr.  Skeen.  Some  of  them  could  be  just  rumors. 

Mr.  GiLLUM.  And  many  of  them  are,  and  I  wanted  to  point  that 
out  to  the  Chairman.  While  we  get  4,000,  they  run  the  whole 
gamut,  to  some  being  nothing  but  rumor  or  malicious  reporting,  or 
what  have  you,  to  some  really  good  ones. 

Mr.  Skeen.  So  you  look  at  them  all  and  you  make  some  judg- 
ment? 

Mr.  GiLLUM.  Absolutely.  We  have  a  senior  investigator  review 
each  one  of  those  hot  line  complaints  to  make  sure  we  make  a 
proper  judgment  in  those  cases. 

AGENT  ASSAULTS 

Mr.  Skeen.  What  do  you  do  when  the  agents  get  assaulted? 

Mr.  GiLLUM.  We  train  them  real  good.  We  have  a  class  in  New 
Mexico,  in  defensive  driving  techniques,  because  one  of  the  other 
things  that  happens  is  when  they  chase  bad  guys,  they  bang  up 
those  cars. 

Mr.  Skeen.  If  anybody  wants  a  thrill,  go  through  that  course. 

Mr.  GiLLUM.  I  understand  it  is  an  excellent  course.  I  want  to  go 
down  and  see  it  myself. 

electronic  benefit  transfer  (ebt) 

Mr.  Skeen.  They  have  given  us  a  tour  once  or  twice. 

Let  me  go  back  to  the  EBT,  this  electronic  benefit  transfer 
system.  You  say  that  it  is  helpful.  But,  I  understand  you  have  had 
an  increasing  number  of  frauds  involving  the  EBT  system,  have 
you  not? 

Mr.  GiLLUM.  No,  I  wouldn't  characterize  them  that  way.  There 
aren't  enough  of  them  out  there  or  pilot  projects  out  there  to  draw 
a  conclusion  that  way.  But  in  this  particular  case,  when  we  got 
onto  it,  our  agents  were  able  to  go  in  and  by  using  the  card  data 
for  this  one  vendor,  we  were  able  to  just  lay  the  scheme  out  practi- 
cally and  to  pursue  it.  The  system  itself  became  a  great  tool  in  the 
investigation  process. 

EBT — ERROR  RATE 

Mr.  Skeen.  Let's  also  talk  about  the  issue  of  reducing  your  error 
rate.  In  one  case  the  error  rate  was  around  10.1  percent,  and  na- 
tionwide it  is  7.35.  The  error  rate  in  this  particular  State  in  which 
you  were  doing  the  work  on  the  error  reduction,  was  10.1,  and  after 
a  year's  work  it  went  up  to  13.2.  Is  it  a  bad  program,  or  just  tough 
to  reduce  the  errors? 

Mr.  GiLLUM.  Well,  let  me  borrow  on  my  number  one  audit  guy 
here. 
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Mr.  Skeen.  Please,  I  would  appreciate  it.  It  seems  amazing  to  me 
that  you've  gone  through  a  program  to  reduce  the  error  rate  and  it 
goes  up.  Something  is  wrong. 

EBT — PROGRESS 

Mr.  Ebbitt.  Also  in  reference  to  a  question  the  Chairman  asked 
earlier,  the  whole  concept  of  trying  to  correct  the  problem,  actually 
some  progress  has  been  made,  a  lot  of  progress  has  been  made. 
Going  back  to  1992,  the  error  rate  nationwide  was  9.54  percent,  and 
now  that  error  rate  is  down  below  7,  as  I  recall  it  is  around  6.9  per- 
cent. 

Mr.  Skeen.  So  in  the  overall  sense  you  have  made  some 
progress? 

Mr.  Ebbitt.  Yes,  and  a  lot  of  that  is  because  States  are  concen- 
trating on  the  identification  of  what  is  causing  the  problem.  When 
they  do  the  quality  control  reviews  and  identify  problems  such  as, 
did  they  report  more  children  in  the  household  than  they  really 
had,  do  they  take  that  data  and  devise  programs  to  develop  a  pro- 
file to  concentrate  on  those  program  areas.  In  the  State  that  is 
mentioned  in  the  testimony,  they  didn't  do  that,  and  that  is  the 
reason  the  error  rate  actually  increased.  They  didn't  use  the  prob- 
lems that  had  been  identified  to  correct  the  future  caseload. 

Mr.  Skeen.  Have  you  experienced  a  general  lack  of  cooperation 
or  is  the  cooperation  basically  pretty  good  between  the  agencies 
and  the  States  involved? 

Mr.  Ebbitt.  I  characterize  it  as  very  good.  I  think  States  are  defi- 
nitely trying  to  make  the  program  better.  I  think,  that  the  overall 
statistics  show  that,  the  error  rate  has  come  down.  They  are  also 
getting  more  effective  use  of  computer  matching  to  help  them 
identify  unreported  income  and  things  of  that  nature. 

So  I  think  there  is  definitely  the  commitment  there  to  make  im- 
provements. But  they  really  have  to  concentrate  on  after  you  have 
identified  what  has  caused  the  problems,  then  develop  your  correc- 
tive action  plan  to  concentrate  on  those  areas. 

WITHHOLDING  FUNDS 

Mr.  Skeen.  Does  the  suggestion  of  withholding  funds  have  much 
effect  on  States,  or  would  that  be  counterproductive? 

Mr.  Ebbitt.  FNS  has  made  some  efforts  in  the  past  to  impose 
sanctions  and  there  has  been  a  lot  of  debate  as  to  whether  or  not 
that  helps.  I  think  there  are  some  States  right  now  that  FNS  is 
considering  imposing  some  sanctions  against. 

If  you  take  money  away  from  States,  the  States  of  course  will  tell 
you  that  is  going  to  hurt  the  program.  FNS,  in  imposing  the  sanc- 
tion, would  hope  that  somehow  or  other  they  are  going  to  get  the 
State's  attention  to  make  the  program  better.  I  think  it  is  a  tough 
call. 

Mr.  Skeen.  It  hurts  the  recipients  more  than  it  hurts  the  States. 

Mr.  Ebbitt.  The  money  they  are  taking  away  is  going  to  be  ad- 
ministrative cost  money.  They  won't  take  away  the  food  stamp  ben- 
efit itself.  But  you  are  right,  it  could  have  an  impact  on  how  many 
caseworkers  a  State  might  be  able  to  hire  which  could  impact  on 
client  services  overall. 
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FMHA  DEBT  RESTRUCTURING  PROGRAM 

Mr.  Skeen.  Again  this  year  your  testimony  reveals  a  number  of 
problems  associated  with  FmHA's  handling  of  the  Debt  Restruc- 
turing Program.  You  mentioned  that  you  conducted  an  audit  of  10 
borrowers  at  the  request  of  FmHA  and  that  9  out  of  the  10  reviews 
revealed  that  the  net  recovery  buyouts  or  the  subsequent  loans,  or 
both,  were  based  on  inaccurate  information. 

You  state  that  the  IG  has  recommended  that  FmHA  recover  the 
improper  benefits  identified  by  the  audits  and  reevaluate  cases  and 
work  to  recover  funds  where  appropriate.  Concerning  the  rural 
housing  program,  you  also  noted  that  millions  could  be  saved  if 
computational  errors  were  eliminated  and  borrower  application 
data  was  more  fully  verified. 

Could  you  provide  for  the  committee,  to  the  best  of  your  estima- 
tion, the  major  rationale  for  FmHA's  problems  concerning  its  ad- 
ministration of  these  programs? 

Mr.  GiLLUM.  The  major  cause  for  FmHA's  problems  concerning 
improper  debt  buyouts  and  subsequent  loans  for  returning  farmer 
program  borrowers  was  that  information  on  the  plans  used  for 
buyouts  and  data  used  to  obtain  the  subsequent  loan  were  accepted 
by  FmHA  without  adequate  review  and  verification. 

Excessive  profits  and  questionable  costs  charged  by  rural  rental 
housing  borrowers  resulted  due  to  inadequate  internal  controls. 
Some  of  the  internal  controls  which  had  not  been  properly  imple- 
mented included  reviewing  documentation  of  general  contractor  ac- 
counting systems,  estimated  cost  breakdowns  prior  to  construction, 
and  significant  variances  between  estimated  and  actual  costs.  In 
addition,  audits  performed  by  independent  public  accounting  firms 
did  not  provide  FmHA  with  the  required  level  of  assurance  that 
costs  presented  by  borrowers  were  the  actual  costs  of  construction. 

Mr.  Skeen.  How  will  you  work  with  FmHA  to  see  that  your  rec- 
ommendations are  followed-up  and  acted  upon? 

Mr.  GiLLUM.  OIG  works  with  the  agencies  in  achieving  manage- 
ment decision  on  our  recommendations  in  their  development  of 
time-phased  corrective  action  plans.  The  Department  then  tracks, 
and  reports  to  Congress,  the  status  of  implementation  of  these 
plans.  Once  final  action  has  occurred,  OIG  evaluates  the  need  to 
independently  verify  the  adequacy  of  the  program  changes  in  a  fol- 
lowup  audit. 

Mr.  Skeen.  In  your  opinion,  does  FmHA  have  adequate  resources 
and  staff  training  to  alleviate  these  concerns? 

Mr.  GiLLUM.  We  are  not  aware  of  problems  with  FmHA's  staff- 
ing. We  have  reported  that  additional  training  was  needed  and  this 
has  been  accomplished  by  FmHA. 

Mr.  Skeen.  Based  on  the  data  you  obtained  from  your  investiga- 
tions, what  is  your  estimate  of  the  magnitude  of  this  problem 
nationwide? 

Mr.  GiLLUM.  Neither  of  the  audits  discussed  were  performed 
using  statistical  sampling,  so  we  are  unable  to  provide  any  projec- 
tions regarding  the  magnitude  of  the  problems  nationwide.  As 
noted,  however,  the  concerns  we  reported  dealt  with  the  adequacy 
of  national  policies  and  procedures  which  would  impact  on  all  pro- 
gram activity. 
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CONSUMER  PROTECTION 


Mr.  Skeen.  Your  statement  mentions  that  investigating  con- 
sumer protection  issues  is  part  of  your  mission.  Would  you  expound 
on  those  consumer  protection  activities  which  you  have  placed  as  a 
high  priority? 

Mr.  GiLLUM.  Consumer  Protection  activities  within  the  Depart- 
ment that  OIG  audits  include  those  activities  designed  to  assure 
that  the  food  the  consumer  eats  is  safe  and  properly  labeled  and 
graded  and  that  the  Nation's  plant  and  animal  resources  are  safe- 
guarded. These  activities  are  performed  by  the  Food  Safety  and  In- 
spection Service,  the  Animal  and  Plant  Health  Inspection  Service, 
the  Agricultural  Marketing  Service,  the  Federal  Grain  Inspection 
Service,  and  the  Packers  and  Stockyards  Administration. 

In  addition  to  the  work  cited  in  my  statement,  OIG  has  per- 
formed many  audits  in  this  area  in  recent  years.  During  the  past 
year,  for  example,  we  rapidly  initiated  a  review  of  issues  raised  by 
the  television  program  "Prime  Time  Live"  regarding  the  inspection 
process  of  beef  slaughter  plants  operating  under  the  Streamlined 
Inspection  System.  Our  audit  did  not  find  any  significant  problems 
with  the  inspection  process  in  the  plants  we  visited.  We  also  inves- 
tigated reports  that  some  beef  produced  in  two  plants  contained 
plastic  shavings.  We  found  that  FSIS  officials  had  inadvertently  al- 
lowed this  meat  to  enter  the  commercial  food  channel.  Our  investi- 
gation did  not  disclose  any  evidence  that  company  officials  improp- 
erly influenced  FSIS  in  its  decision  to  release  the  beef.  We  made 
recommendations  to  FSIS  to  improve  some  of  its  procedures  related 
to  sampling  and  product  retention.  Agency  officials  agreed  to  take 
corrective  action. 

We  also  evaluated  APHIS'  National  Poultry  Improvement  Pro- 
gram. The  current  focus  of  this  program  is  the  detection  and  elimi- 
nation of  Salmonella.  Our  audit  found  that  APHIS  did  not  provide 
any  oversight  as  we  noted  that  one  of  three  States  we  visited  was 
not  inspecting  hatcheries  or  taking  blood  tests  as  required.  APHIS 
agreed  to  provide  oversight.  In  addition,  we  evaluated  USDA's  im- 
plementation of  the  Animal  Welfare  Act,  an  Act  intended  to 
ensure  the  humane  treatment  of  animals  used  for  research,  exhibi- 
tion, or  sold  as  pets.  We  found  that  APHIS'  inspections  were  not 
always  timely,  and  they  should  withhold  license  renewals  when 
dealers  do  not  correct  abuses. 

We  have  placed  high  priority  on  investigating  allegations  associ- 
ated with  consumer  protection  programs  regulated  by  the  Agricul- 
tural Marketing  Service,  the  Animal  and  Plant  Health  Inspection 
Service,  the  Food  Safety  and  Inspection  Service,  and  the  Federal 
Grain  Inspection  Service. 

In  AMS,  our  emphasis  is  on  investigating  allegations  of  contami- 
nated, unsanitary,  or  illegal  egg  and  meat  products;  forgery  or  al- 
teration of  official  grading  certificates  of  various  commodities;  and 
fruit  and  vegetable  marketing  order  violations  where  the  allega- 
tions are  particularly  egregious. 

In  APHIS,  investigative  efforts  in  the  area  of  animal  and  plant 
health  protection  emphasize  allegations  of  smuggling  of  potentially 
diseased  animals  and  plants  which  include  the  illegal  importation 
of  exotic  birds  and  rare  and  endangered  species.  We  also  emphasize 
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violations  of  animal  quarantine  regulations,  especially  when 
APHIS  employees  or  employees  licensed  by  APHIS  are  involved  in 
the  crimes. 

In  FGIS,  we  emphasize  investigations  of  alleged  fraud  associated 
with  inspection  and  weighing  activities  at  export  elevators  in  order 
to  protect  the  integrity  of  foreign  trade.  We  also  emphasize  viola- 
tions at  interior  elevators  when  FGIS-licensed  personnel  are  in- 
volved. 

In  FSIS,  of  particular  concern  to  OIG  are  allegations  associated 
with  adulterated  or  substandard  products  placed  in  the  human  food 
chain,  mislabeling  of  products,  and  product  tampering.  Investiga- 
tions of  these  types  of  cases,  which  represents  a  threat  to  the 
health  and  safety  of  the  public,  remain  OIG's  highest  priority,  but 
of  almost  equal  priority  are  allegations  of  corruption  or  attempted 
corruption  of  FSIS  inspectors. 

Our  future  priorities  in  the  consumer  protection  area  will  contin- 
ue to  stress  food  safety  and  the  prevention  of  economic  fraud. 

Mr.  Skeen.  What  percentage  of  your  resources  is  devoted  to  con- 
sumer protection  issues? 

Mr.  GiLLUM.  During  FY  1992,  OIG  devoted  5.5  percent  of  its 
audit  resources  and  12  percent  of  its  investigative  resources  to 
work  in  the  consumer  protection  area. 

DEBT  MANAGEMENT 

Mr.  Skeen.  With  all  of  the  economic  problems  in  our  country 
today,  I'm  not  surprised  to  see  your  agency  identify  problems  with 
debt  management  on  the  part  of  farmers  and  consumers. 

I  noted  in  your  testimony  on  this  problem,  that  in  your  opinion, 
the  ASCS,  CCC,  and  the  FNS  (Food  and  Nutrition  Service)  should 
more  aggressively  pursue  debt  collection  and  fully  implement  vari- 
ous 0MB  and  Treasury  debt  management  collection  initiatives. 

One  major  recommendation  is  that  these  agencies  should  report 
debts  to  credit  bureaus  and  collection  agencies.  Is  this  the  major 
key  to  solving  the  problems  with  these  agencies? 

Mr.  GiLLUM.  Debt  collection  techniques  are  one  of  several  aspects 
of  managing  Federal  credit  and  debt  programs.  The  Debt  Collection 
Act  of  1982  made  many  private  sector  collection  techniques  avail- 
able to  Federal  agencies.  These  techniques,  which  include  use  of 
credit  bureau  reporting  and  collection  agencies,  are  intended  to  in- 
crease the  efficiency  of  Governmentwide  efforts  to  collect  debts. 
While  USDA  agencies  need  to  fully  implement  these  debt  collection 
techniques,  such  techniques  are  just  one  of  several  parts  of  a  sound 
credit  management  program. 

Mr.  Skeen.  You  stated  that  these  agencies  could  use  private  col- 
lection agencies  to  recoup  bad  debts.  Is  this  cost  effective? 

Mr.  GiLLUM.  OMB  Circular  A-129  allows  the  use  of  private  col- 
lection agencies  to  recoup  delinquent  accounts.  The  costs  of  collec- 
tion agency  fees  are  added  to  the  delinquent  principal  and  interest 
amount.  Therefore,  private  collection  agencies  are  an  effective 
means  of  providing  additional  resources  for  improving  debt  collec- 
tion activities  at  no  additional  cost  to  the  agency. 
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Mr.  Skeen.  You  noted  that  the  Food  and  Nutrition  Service  had 
understated  some  of  its  debts.  Would  you  clarify  your  explanation 
of  this  problem  and  your  resulting  recommendations  to  the  agency? 

Mr.  GiLLUM.  Our  audit  titled  "Food  and  Nutrition  Service  Debt 
Management  Initiatives  Audit  Report  No.  27070-1-AT"  included  a 
review  of  FNS  management  of  receivables  due  from  non-Federal 
debtors.  Based  on  our  review,  we  determined  that  the  value  of  FNS 
accounts  receivable  was  understated  for  several  reasons.  FNS  did 
not  include  $322  million  in  quality  control  sanctions  assessed  on 
State  agencies  for  incorrect  food  stamp  issuances.  FNS  stated  that 
the  claims  were  not  reported  because  they  were  subject  to  change 
prior  to  billing.  The  value  of  accounts  receivable  was  further  un- 
derstated because  the  FNS  accounting  system  was  unable  to  com- 
pute interest  on  delinquent  accounts  receivable.  The  value  of  the 
accrued  interest  was  $51.6  million.  Finally,  the  inability  of  State 
agencies  to  process  food  stamp  household  claims  in  a  timely 
manner  also  understates  the  value  of  accounts  receivable.  Several 
OIG  audits  have  disclosed  that  State  agencies  have  large  backlogs 
of  potential  claims.  While  these  potential  claims  are  not  accounts 
receivable  until  they  have  been  established  by  the  State  agency, 
the  delay  in  claim  processing  also  delays  the  recognition  of  the 
claim  as  an  accounts  receivable  due  the  Federal  Government.  In 
our  ongoing  audit  of  the  FNS  FY  1992  financial  statements,  we  are 
performing  followup  reviews  in  this  area  to  determine  if  the  prob- 
lem still  exists. 

To  correct  these  deficiencies,  we  recommended  that  FNS  estab- 
lish policies  for  recognizing  and  reporting  quality  control  sanctions 
as  receivables  at  the  time  the  sanction  amount  is  computed,  ensure 
prompt  implementation  of  a  system  to  accrue  interest  on  receiv- 
ables and  include  accrued  interest  amount  on  its  reports  to  Treas- 
ury, and  require  FNS  regional  offices  to  identify  State  agencies 
with  a  backlog  of  claims  that  have  not  been  processed  and  to  devel- 
op and  implement  specific  plans  to  timely  establish  claims. 

INCREASED  PERSONNEL  AND  REORGANIZATION 

Mr.  Skeen.  In  a  number  of  instances  you  have  recommended 
that  particular  agencies  should  place  a  higher  priority  on  oversight 
and  enforcement  responsibilities  to  help  prevent  fraud.  For  exam- 
ple, you  mention  that  FNS  should  visit  its  retailers  more  often  to 
take  a  closer  look  at  their  operations  before  approving  them  to 
accept  food  stamps. 

Too  many  times  we  put  additional  responsibilities  on  these  agen- 
cies and  not  enough  funding.  In  your  opinion  will  these  agencies  be 
able  to  redirect  their  priorities  without  hiring  additional  people,  or 
must  we  increase  the  funding  levels?  Do  you  take  into  consider- 
ation whether  or  not  an  agency  can  afford  some  of  your  recommen- 
dations within  their  existing  allocations? 

Mr.  GiLLUM.  Many  of  these  programs  have  large  cash  outlays, 
and  the  potential  for  fraud  and  large  dollar  losses  exists.  With  a 
steady  increase  in  program  recipients,  an  increase  in  the  funding 
level  may  be  necessary  for  the  agency  to  hire  additional  personnel 
to  adequately  administer  its  programs  and  provide  the  necessary 
oversight  to  ensure  that  its  programs  are  operated  in  the  most  effi- 
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cient  and  effective  manner  possible,  however,  we  do  not  routinely 
look  at  this  issue  during  our  audits.  Any  definitive  answers  with 
respect  to  staffing  needs  could,  of  course,  best  be  addressed  by 
agency  management. 

Mr.  Skeen.  With  regard  to  USDA  departmental  reorganization, 
how  much  impact  will  the  closure  of  field  offices  and  cuts  within 
these  agencies  have  on  some  of  your  priorities  to  cut  fraud  and 
abuse? 

Mr.  GiLLUM.  We  do  not  foresee  an  impact  on  our  priorities  if  the 
Department  reorganizes.  In  fact,  many  potential  benefits  may 
accrue  to  the  Department  in  terms  of  strengthened  internal  con- 
trols which  would  lessen  the  programs'  overall  vulnerability  to 
fraud  and  abuse.  Office  consolidations  help  reduce  fraud  and  abuse 
through  better  communication  between  agencies.  For  example, 
both  SCS  and  ASCS  have  responsibility  for  conservation  and  wet- 
land requirements  imposed  by  Congress  but,  under  the  current 
field  structure,  are  not  always  able  to  work  together  effectively. 
This  has  resulted  in  producers  not  fully  complying  with  conserva- 
tion requirements  and  still  receiving  program  benefits. 

What  would  be  of  concern  to  us  are  reductions  to  such  levels  that 
the  agencies  cannot  perform  required  collateral  duties  (i.e.,  field 
verifications  of  farms,  stores,  etc.).  Naturally,  this  would  affect  our 
priorities.  There  needs  to  be  a  delicate  balance  between  office  clo- 
sures, consolidations,  cross  training  of  employees,  and  reductions  in 
the  overall  staffing. 

Mr.  Skeen.  I  appreciate  the  response. 

Thank  you,  Mr.  Chairman. 

Mr.  DuRBiN.  Ms.  Kaptur? 

FOOD  STAMP  ABUSE 

Ms.  Kaptur.  Thank  you.  I  have  a  lot  of  questions  about  the  food 
stamp  program.  I  don't  really  think,  as  I  have  seen  it,  that  it  neces- 
sarily results  in  good  nutrition  for  families,  which  I  should  think 
would  be  one  of  the  Department's  major  goals.  I  don't  think  it  ben- 
efits the  farmer  directly.  A  lot  of  the  abuse  you  have  identified  is 
related  to  the  retailer. 

I  would  like  to  see  the  food  stamp  program  linked  to  other  pro- 
grams that  build  healthy  families,  such  as  the  WIC  program,  the 
Head  Start  program,  and  others.  I  don't  see  food  stamps  as  a  pro- 
gram that  helps  those  families  that  are  able  to  become  self-suffi- 
cient. 

I  think  there  are  large  numbers  of  families  that  are  served  there. 
It  is  not  really  the  Department  of  Agriculture's  fault.  It  is  also  re- 
lated to  the  way  we  operate  our  health  and  human  service  pro- 
grams. But  it  is  a  part  of,  I  think,  the  way  we  used  to  do  things 
years  ago,  that  need  to  be  re-thought. 

And  one  of  the  questions  I  have  of  you  is,  I  know  our  county 
prosecutor  is  in  the  paper  every  third  month  with  a  long  list  of 
welfare  abusers,  food  stamp  abusers  in  particular.  I  am  curious  if, 
from  all  of  the  information  that  you  have  seen,  could  you  identify 
patterns  of  abuse  for  me,  either  from  your  own  enforcement  or 
from  local  law  enforcement  officials? 
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I  am  curious  as  to  where  the  weaknesses  in  this  program  really 
are.  If  you  were  trjd^ig  to  redesign  something,  first  you  have  to 
decide  what  you  really  want  to  achieve  by  it,  but  also  where  did 
the  old  program  go  wrong?  What  are  the  patterns  of  abuse  that 
you  could  identify  for  me  that  might  help  me  understand  how  I 
would  want  to  change  the  program,  and  then,  if  you  have  seen  it 
well-managed  in  other  places,  what  makes  the  difference  in  those 
locations? 

Mr.  GiLLUM.  Let  me  first  touch  on  a  couple  of  things,  then  I  will 
invite  my  two  colleagues  to  jump  in  here.  In  terms  of  pattern  of 
abuses,  whenever  you  are  handing  out  a  piece  of  paper  which,  in 
effect,  can  become  a  second  currency,  you  are  inviting  other 
choices,  whether  to  pay  the  rent,  pay  a  medical  bill,  or  to  do  worse. 
You  are  inviting  them  into  this  second  market  to  sell  at  a  discount. 
The  most  gross  of  which  is  when  these  traffickers  are  standing 
right  outside  the  redemption  centers  offering  money  to  recipients 
as  they  walk  out  the  door  and  tr3idng  to  encourage  them  into  a  pat- 
tern of  irregularity. 

FSP — ALTERNATIVE  PROGRAMS 

Ms.  Kaptur.  Can  I  just  interrupt  you?  In  a  program  like  the  low 
income  energy  and  heating  assistance  program  that  we  have,  is 
that  not  a  form  of  currency? 

Are  there  any  others  that  do  create  a  form  of  currency? 

Mr.  GiLLUM.  The  food  stamp  program  in  Puerto  Rico  does,  and  I 
think  there  is  a  project  in  San  Diego  which  is  offering  a  similar 
kind  of  a  process.  There  are  some  experiments  going  with  other  al- 
ternatives to  using  the  actual  food  stamp  process. 

Mr.  Ebbitt.  I  was  going  to  say,  with  HHS  you  have  the  AFDC 
program,  which  is  Federal  dollars.  Aid  to  Families  with  Dependent 
Children,  Federal  and  State  dollars  involved  in  a  straightforward 
cash  grant. 

Ms.  Kaptur.  And  you  are  saying  there  is  less  abuse  in  that  pro- 
gram? You  are  saying  that  is  a  similar  type  program? 

Well,  boy,  talk  about  an  unpopular  program  that  the  public 
doesn't  feel  is  well-managed,  where  large  numbers  of  recipients 
remain  on  the  rolls.  With  welfare  reform,  we  have  people  getting 
training,  daycare,  trying  to  help  develop  people,  et  cetera.  But  let's 
get  back  to  the  patterns  of  abuse.  You  are  saying  the  basic  problem 
is  that  people  use  it  as 

FSP — patterns  of  abuse 

Mr.  GiLLUM.  It  is  a  second  currency  and  it  opens  itself  to  that. 
One  of  the  ways  is,  of  course,  to  go  to  cash,  like  you  have  suggested. 
The  other  is  to  go  back  to  your  basic  policy  or  political  questions.  Is 
this  the  kind  of  program  that  you  really  want,  and  is  this  the  way 
you  want  to  deliver  it. 

What  we  try  to  do  in  our  business  is  use  the  laws  that  are  writ- 
ten, the  regulations  that  are  written,  and  to  audit  and  investigate 
against  them.  We  don't  have  an  answer  amongst  the  three  of  us  as 
to  whether  or  not  there  ought  to  be  a  food  stamp  program,  per  se, 
or  whether  it  is  meeting  its  legislative  intent. 
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Ms.  Kaptur.  When  I  talked  about  patterns  of  abuse,  you  are 
talking  about  individuals,  people  getting  individuals  to  trade  those 
stamps  for  money.  Is  that  the  greatest  incidence  of  fraud  and 
abuse,  or  is  it  retailers  doing  something  with — actual  stores  that 
are  somehow  involved?  Is  that  an  equally  great  problem? 

Mr.  GiLLUM.  You  can't  have  one  without  the  other,  but  taking  it 
a  step  at  a  time,  the  first  level  is  where  the  people  have  this  thing 
which  can  be  marketed.  The  second  part  of  it  is  the  only  way  they 
can  get  rid  of  it  is  to  bring  it  back  through  an  authorized  redemp- 
tion place.  And  that  is  the  place  that  we  concentrate  our  resources. 

Since  our  resources  are  limited,  we  try  to  focus  on  those  retailers 
that  are  obviously  redeeming  more  stamps  than  they  can  possibly 
be  selling  food  for,  and  to  try  to  focus  on  those  and  to  close  them 
up.  It  is  analogous  to  trying  to  go  for  a  dealer  rather  than  a  user  if 
you  analogize  it  to  a  drug  scheme. 

COMMODITY  SUPPLEMENTAL  FOOD  PROGRAM 

Ms.  Kaptur.  For  the  record,  could  you  give  me  any  type  of  infor- 
mation that  would  compare  this  program  to  another  program  that 
the  Department  operates,  a  good  example  of  which  is  Focus  Hope 
located  in  Detroit.  In  this  program  the  Department  literally  works 
with  the  farmers,  somehow  gets  the  food,  surplus  commodities, 
packaged,  prepared,  separate  distribution  sites  are  set  up,  people 
come  in,  and  it  is  controlled. 

Now,  I  would  like  to  know  if  that  is  a  more  cost  effective  pro- 
gram. I  don't  know.  But  it  is  a  question  I  am  asking  myself.  If  you 
could  compare — Mr.  Chairman,  maybe  you  know  the  name  of  that 
program  or  one  of  the  staff.  It  is  a  commodities  surplus 

Mr.  Ebbitt.  I  could  comment:  it  is  the  Commodity  Supplemental 
Food  Program. 

Ms.  Kaptur.  That  is  it. 

COMMODITY  SUPPLEMENTAL  FOOD  PROGRAM  VS.  WIC  PROGRAM 

Mr.  Ebbitt.  That  program  is  really  directly  akin,  if  you  will,  to 
the  WIC  program.  Instead  of  offering  the  WIC  voucher  where  the 
recipient  buys  infant  formula  and  cereal  and  things  like  that,  these 
commodities  are  purchased  by  the  Department,  given  to  public 
agencies  such  as  the  one  you  mentioned  in  Detroit,  and  then  the 
recipients  are,  instead  of  getting  the  WIC  voucher,  they  get  this 
package  of  food,  the  infant  formula,  cheese,  things  like  that. 

That  particular  program  is  relatively  small,  certainly  very,  very 
small  in  comparison  to  food  stamps,  and  is  designed  to  get  to  a  dif- 
ferent client  than  the  food  stamp  program.  And  it  is  also  very 
small  in  comparison  to  the  direct  WIC  voucher  program. 

In  fact,  there  is  Detroit  and  I  think  there  is  a  program  operating, 
as  I  recall,  in  New  Orleans.  There  are  only  several  places  around 
the  country  where  that  program  is  actually  running  right  now. 

Mr.  DuRBiN.  WIC  is  about  $3  billion  and  this  program  is  $94  mil- 
lion. 

Ms.  Kaptur.  But  I  think,  Mr.  Chairman,  in  looking  at  other 
ways  to  do  things — what  I  have  seen  in  that  Detroit  program, 
which  couldn't  operate  in  a  lower  income  area  anj^where  in  Amer- 
ica, is  that  you  have  job  training,  you  have  got  daycare,  you  have 
got  food,  the  WIC — it  is  all  connected.  There  is  a  hope  for  the 
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people  that  come  in  there  regardless  of  age.  There  is  even  access  to 
some  health  care. 

I  like  that  approach,  and  I  also  like  the  fact  that  I  think  that 
money  goes  to  the  farmers  rather  than  the  retailers. 

Mr.  DuRBiN.  We  are  going  to  allow  each  member  to  ask  a  round 
of  questions  and  then  we  will  come  back.  I  have  quite  a  few  ques- 
tions but  I  want  each  of  my  colleagues  to  have  a  chance. 

Mr.  Peterson? 

PILOT  PROGRAMS  ANALYSIS 

Mr.  Peterson.  You  are  obviously  looking  at  your  audits  and  your 
investigations  based  on  current  law  and  then  how  close  they  come 
to  adhering  to  that.  In  these  pilot  programs,  have  you  prepared  a 
conclusion  that  they  either  fail  or  succeed,  particularly  the  EBT  or 
another  alternative  such  as  the  "cash"  system  in  the  food  stamp 
program,  for  instance? 

Mr.  GiLLUM.  We  haven't — they  haven't  gotten  far  along  enough 
for  to  us  make  that  judgment  yet. 

Mr.  Peterson.  What  is  the  time  line  on  that?  When  can  we 
expect  somebody  to  tell  us  that  these  are  working  or  failing? 

Mr.  Beauchamp.  On  the  cash-out  program,  there  are  a  couple  of 
projects  around  the  country  that  are  pilot  projects  that  FNS  is 
tracking.  And  I  think  last  week  they  made  a  preliminary  review  of 
those  programs  and  they  said  generally  they  are  working  fairly 
well,  although  the  actual  food  buying  might  have  gone  down. 

As  it  relates  to  EBT,  there  are  also  some  ongoing  nationwide 
pilot  programs.  The  longest  was  in  Reading,  Pennsylvania,  and 
that  is  the  area  where  we  had  our  first  investigation. 

Prom  our  analysis,  at  least  from  an  investigative  standpoint, 
looking  at  the  Reading  case  and  some  other  ongoing  EBT  investiga- 
tions we  have,  we  still  think  that  EBT  is  a  better  way  to  track  food 
stamp  benefits  from  a  compliance  and  investigative  standpoint. 

Mr.  Peterson.  Given  the  level  of  fraud  that  we  have,  40  percent 
of  your  time  is  monitoring  food  stamps  activities?  It  seems  to  me 
there  should  be  a  better  method.  I  think  somebody  ought  to  tell  us 
at  what  point  in  time  do  we  make  the  transition  to  something 
better. 

What  is  that  time  frame?  Who  is  going  to  have  to  do  this? 

Mr.  GiLLUM.  I  think  that  question  most  fairly  goes  back  to  the 
Food  Nutrition  Service  who  is  running  these  pilot  projects  with  the 
States.  Most  of  those  have  some  internal  assessment  aspect  to  them 
because  they  vary  with  each  of  the  pilot  projects.  And  those  are 
good  questions  to  ask  them,  or  we  can  go  back  and  ask  them  and 
get  back  with  you,  whichever 

Mr.  Peterson.  I  think  you  need  to  carry  the  message,  because  it 
seems  to  me  your  mission  is  to  make  this  Department  as  efficient 
as  possible. 

Mr.  GiLLUM.  We  clearly  are,  but  we  also  rely  on  the  program 
managers  who  are  running  those  programs  to  carry  out  these  pilot 
projects. 

Mr.  DuRBiN.  If  the  gentleman  would  yield,  one  of  the  things  I 
have  been  thinking  about  is  perhaps  inviting  Mr.  Gillum  or  some 
people  from  the  IG's  office  back  when  we  have  the  agency  testify 
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to  perhaps  get  some  dialogue  as  to  what  has  been  done,  what  could 
be  done,  and  where  the  breakdown  appears  to  have  taken  place. 

ACCOMPLISHMENTS 

Mr.  Peterson.  We  have  a  circle.  Let's  close  it  and  break  through 
this  matter. 

I  used  to  be  an  IG  in  the  Air  Force  and  we  used  to  walk  onto 
these  bases  and  say,  we  are  here  to  help  you.  They  all  knew  we 
were  lying,  of  course.  The  point  is,  when  finished  we  could  note 
some  specific  improvements,  savings,  or  efficiencies.  You  know,  you 
are  sitting  with  a  budget  of  approximately  $62  million. 

Can  you  give  us  a  ratio?  Have  you  any  feel  for  the  savings  that 
you  have  brought  up? 

You  are  not  able  to  answer  all  your  calls  now.  So,  what  I  am  sug- 
gesting is  that  if  you  could  show  us  where  you  are  putting  some- 
thing back  in,  then  it  clearly  would  be  in  our  best  interest  to  give 
you  additional  resources  to  do  more. 

Are  you  cost  effective?  Have  you  ever  run  any  numbers  on  that? 

Mr.  GiLLUM.  Oh,  clearly,  and  we  speak  to  these  in  the  statement. 
In  1992,  which  we  consider  a  pretty  average  year,  and  it  was  pro- 
ductive, we  completed  400  audits  and  did  a  thousand  investigations. 
From  those  we  had  $48  million  in  actual  fines  and  recoveries  and 
restitutions,  administrative  penalties. 

That  almost  pays  for  us,  those  direct  recoveries.  In  addition  to 
that,  we  had  $135  million  in  overpayments  which  we  identified;  the 
agency  managers  have  agreed  to  seek  recovery.  And  we  had  $1.2 
billion  which  was  identified  where  managers  agreed  to  our  findings 
and  agreed  to  put  the  money  to  better  use,  so  that  is  a  plus. 

We  either  identified  a  contract  that  wasn't  going  right  and  we 
suggested  they  do  something  else,  and  they  did  or  they  improved 
their  procedures  based  upon  our  recommendations  and  those  are 
about  $1.2  billion. 

So,  yes,  we  think  we  are;  when  you  talk  about  maybe  some  more 
resources,  we  like  that  kind  of  talk. 

Mr.  Peterson.  Maybe  we  can  make  you  more  efficient. 

Mr.  GiLLUM.  That  is  right. 

Mr.  Peterson.  There  is  some  additional  return,  and  there  has  to 
be  an  acknowledgment  of  that  in  the  process. 

Mr.  GiLLUM.  Clearly,  and  that  is  why  monitoring  and  proper  in- 
ternal controls  are  needed  to  solve  those  problems  before  we  have 
to  deal  with  them  on  the  back  end. 

Mr.  Peterson.  Thank  you,  Mr.  Chairman.  That  is  all. 

Mr.  Durbin.  Thank  you.  Mr.  Pastor? 

FOOD  STAMP  TRAFFICKING 

Mr.  Pastor.  After  seeing  these  figures  and  hearing  the  com- 
ments, is  it  21  million  people  that  are  on  food  stamps,  approximate- 
ly? 

Mr.  Beauchamp.  It  is  about  25  or  26  million. 

Mr.  Pastor.  And  we  have  200,000  retail  stores  that  participate  in 
food  stamps? 

Mr.  Beauchamp.  That  is  correct. 
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Mr.  Pastor.  You  give  40  percent  of  your  time  and  effort  in  inves- 
tigating trafficking.  I  am  assuming  that  40  percent  basically  goes 
to  the  retail  end  side  of  it.  So  the  21  million  or  25  million  people 
may  be  doing  trafficking  among  themselves.  We  probably  don't 
know  how  much  money  is  being  traded  or  sold.  We  don't  have  an 
estimate,  do  we? 

Mr.  GiLLUM.  No,  I  don't  think  anybody  can  really  crystal-ball  the 
amount  of  fraud  and  abuse  that  there  is  in  the  program.  We  would 
not  want  to  leave  here  today,  though,  with  the  notion  that  nobody 
pays  any  attention  to  the  recipients,  because  the  Food  and  Nutri- 
tion Service  actually  pays  money  to  state  agencies  to  monitor  ac- 
tivities in  those  areas. 

Mr.  Pastor.  How  successful  have  they  been,  would  you  say,  in 
your  opinion? 

Mr.  GiLLUM.  Well 

Mr.  Pastor.  That  is  a  lot  of  people,  25  million. 

Mr.  GiLLUM.  It  is,  and  I  guess  the  thing  we  don't  want  to  lose 
sight  of  is  that  we  deal  with  a  very  small  percentage  of  those,  and 
even  the  persons  that  the  Chairman  mentioned  earlier  who  can  re- 
member, you  know,  what  they  saw  going  through  their  checkout 
line  at  one  point  or  another,  even  knowing  those  things,  the  anec- 
dotal side,  I  don't  think  we  would  want  to  overlook  that  vast  major- 
ity of  those  people  who  are  being  well-served  by  the  program. 

retailers 

Mr.  Pastor.  Let  me  shift  the  discussion  to  retailers.  Forty  per- 
cent of  your  time  is  channeled  to  200,000  retail  stores.  At  least 
from  what  I  read,  out  of  120  spot  checks  on  retail  outlets,  113  were 
not  eligible. 

Did  I  read  that  correctly? 

Mr.  Ebbitt.  I  am  not  sure,  Mr.  Pastor.  If  you  are  referring  to  the 
retail  stores  that  we  went  out  to  visit?  Those  numbers  sound  like 
they  might  have  been  our  retailer  visits. 

Mr.  Pastor.  They  were.  You  say  that  visits  to  the  120  retail  stores 
in  your  sample  disclosed  that  information  was  not  current  for  113  of 
them. 

computer  center  audit 

Mr.  Ebbitt.  This  particular  audit,  was  an  audit  of  their  computer 
center  which  is  up  in  Minneapolis  and  it  is  the  main  computer 
center  that  stores  all  the  data  on  these  200,000  retail  stores.  The 
key  there  is  gross  sales  data  on  an  annual  basis  from  each  of  these 
retail  stores.  That  information  is  in  the  computer  system,  and  then 
as  food  stamps  are  processed  back  through  the  Federal  Reserve, 
they  are  eventually  recorded  there  on  the  Minneapolis  computer 
center. 

You  match  the  two,  and  FNS  uses  that  as  a  main  control  to  de- 
termine if  stores  appear  to  be  accepting  food  stamps  far  in  excess 
of  what  is  normal  gross  sales  for  them  for  a  given  point  in  time. 

What  we  found  is  the  data  was  far  out  of  date.  They  hadn't  up- 
dated that  information  in  about  five  years.  FNS  has  just  completed 
a  reauthorization  program  for  all  of  those  200,000  retailers  across 
the  country  where  they  have  updated  that  data.  This  particular 
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audit  was  completed  before  that  reauthorization  review  began.  We 
have  been  out  there  checking  since  then  to  make  sure  that  the  in- 
formation now  coming  in  is,  in  fact,  the  correct  data. 

And  we  found  for  the  most  part  that  it  is  pretty  good.  There  has 
been  some  data  entry  problems  and  things  of  that  nature.  But  the 
data  has  been  much  better  and  it  should  allow  the  computer  oper- 
ation and  that  basic  control  to  work  much  better  than  it  did  prior 
to  the  reauthorization  effort. 

INVESTIGATION  SOURCES 

Mr.  Pastor.  In  your  800  investigations,  was  most  of  that  investi- 
gation initiated  by  FNS,  or  was  it  initiated  in  response  to  a  call  or 
complaint?  Are  you  using  the  FNS  to  say,  we  have  problem  areas 
in  X-number  of  stores,  so  let's  investigate  them?  Or  are  we  just 
waiting  for  phone  calls? 

Because  out  of  200,000  stores,  only  800  to  a  thousand  cases  were 
investigated.  That  leaves  a  huge  number  of  stores  out  there  on 
which  we  probably  have  very  little  data.  Yet,  they  are  still  operat- 
ing and  hopefully  most  of  them  are  operating  legally. 

Mr.  GiLLUM.  I  think  Mr.  Beauchamp  wanted  to  comment  on  that, 
but  before  he  does  there  are  a  couple  of  things  I  want  to  respond 
to.  We  initiate  cases  based  on  information  from  all  those  areas. 
People  coming  in  over  the  hotline,  things  that  we  pick  up  from  our 
own  investigations,  tips  from  local  law  enforcement  people  when 
people  know  that  things  are  going  on,  and  information  from  the 
Food  and  Nutrition  Service. 

One  of  the  things  we  want  to  do  is  work  with  them  to  get  their 
basic  data  systems  better  so  that  we,  too,  could  use  those  for  ana- 
lytical purposes.  For  example,  we  know  from  historical  efforts  that 
probably  75  percent  of  the  food  stamps  redeemed  are  through  large 
national  firms,  the  Safeways  and  those  kinds.  There  is  very  little 
fraud  in  those  programs. 

So  if  we  can  pull  them  out,  then  we  focus  on  the  other  25  percent 
of  those  in  the  activity.  And  clearly  that  is  the  kind  of  thing  we 
want  to  do  with  better  data. 

Mr.  Pastor.  I  see  where  you  also  request  the  authority  to  use 
social  security  numbers,  but  that  takes  special  legislation.  How 
would  that  information  help  the  FNS? 

Mr.  Ebbitt.  The  SSN  right  now,  they  do  obtain  social  security 
numbers  for  each  retail  store  and  it  is  maintained  on  the  computer 
system.  But  they  have  limited  use  for  that.  What  we  have  suggest- 
ed is  that  they  be  able  to  use  that  and  bounce  it  off  of  State  infor- 
mation. State  sales  tax  data,  other  State  boards  that  have  gross 
income  data  that  you  can  have  another  check  on  the  retail  stores. 
And  to  do  that  does  require  legislation. 

COMPLIANCE  review 

Mr.  Beauchamp.  If  I  could  follow  up  on  coordination  with  FNS, 
they  have  their  own  compliance  branch  which  is  responsible  for 
visiting  stores  to  see  if  they  are  in  compliance  with  program  regu- 
lations. The  last  couple  of  years  they  have  made  about  5,000  yearly 
visits  to  stores.  And  based  on  our  audit  recommendations  on  how 
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they  run  the  program,  we  are  hoping  they  are  visiting  the  stores 
that  are  at  most  risk  for  violating  the  program. 

Based  on  a  compliance  review  of  those  stores,  if  they  determine 
the  store  might  be  trafficking  in  food  stamps,  buying  food  stamps 
for  cash  from  individuals,  then  they  refer  those  matters  to  us  for 
an  investigation.  Last  year  about  30  percent  of  our  store  investiga- 
tions that  we  did  in  OIG  were  based  on  a  referral  from  FNS,  after 
they  found  something  in  a  compliance  review. 

The  other  60  percent  of  our  investigations  of  stores  are  based  on 
our  own  intelligence-gathering  information,  tips  we  have  through 
our  hot  line,  from  other  law  enforcement  agencies,  and  sometimes 
through  an  FNS  district  office. 

FNS  IMPROVEMENT 

Mr.  Pastor.  So  if  we  improve  FNS  and  that  becomes  a  valuable 
tool  for  your  investigations,  that  is  something  we  ought  to  concen- 
trate on. 

Mr.  Beauchamp.  Oh,  yes. 

Mr.  Pastor.  What  seems  to  be  the  problem?  Not  enough  re- 
sources, not  enough  people,  or  the  problem  is  too  big,  200,000 
stores? 

Mr,  GiLLUM.  I  think  it  is  a  little  bit  of  all  of  the  above.  When  we 
deal  with  Food  and  Nutrition,  of  course,  they  tell  us  it  is  a  resource 
problem.  I  don't  know  how  much  of  a  handle  we  have  on  how  they 
use  all  their  resources  on  a  day-to-day  basis,  but  clearly  that  is  one 
of  the  things  that  is  always  put  on  the  table. 

hazardous  materials 

Mr.  Pastor.  One  more  question,  Mr.  Chairman.  It  deals  with  the 
hazardous  materials  and  how  they  are  identified.  I  am  concerned 
about  the  audits  that  deal  with  the  food  that  is  not  properly  pack- 
aged. We  recently  went  through  this  problem  in  the  northwest,  I 
don't  know  what  the  cause  of  it  was,  but  that  alarms  me  equally  as 
the  food  stamps,  yet  40  percent  of  your  resources  are  going  into 
trafficking  of  food  stamps.  How  much  time  do  we  spend  on  the 
public  health  area  to  make  sure  that  the  public  health  standards 
are  maintained? 

RESOURCE  UTILIZATION 

Mr.  GiLLUM.  Let  me  address  that  two  different  ways.  Congress- 
man Skeen  raised  a  question  before,  how  do  we  utilize  our  re- 
sources, and  I  never  did  finish  it.  We  go  through  an  elaborate  proc- 
ess at  the  beginning  of  every  year,  and  try  to  look  at  past  history 
and  what  we  put  our  work  on,  the  interests  of  Congress,  what  is  in 
the  media,  and  past  performances  as  indicators  of  what  to  do,  and 
then  we  sit  down  and  try  to  plan  our  work  for  the  year. 

Even  on  the  investigation  side,  which  tends  to  be  a  very  reactive 
kind  of  a  process,  we  do  this  planning  process  so  that  we  can  hope- 
fully try  to  at  least  keep  control  of  it  and  try  to  influence  it,  and 
not  just  be  total  reactors  to  it. 

One  of  the  things,  when  we  look  at  the  Department,  and  one  of 
the  reasons  that  we  spend  about  35  to  40  percent,  we  want  to  spend 
about  35  in  food  and  nutrition  this  year,  the  areas  where — those 
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percentages  pretty  much  track  where  the  Department's  monies 
are,  too,  and  they  sort  of  flow  with  that.  And  in  the  food  inspection 
areas 

Mr.  Ebbitt.  We  have  about  six  percent  overall. 

Mr.  GiLLUM.  About  six  percent  overall.  There  were  some  reports 
about  a  year  or  so  ago  of  meat — slaughterhouse  irregularities,  et 
cetera.  Two  points  were  alleged. 

One,  that  the  system  wasn't  operating  the  way  it  was  supposed 
to,  and  two,  that  the 

Mr.  Pastor.  Which  system  are  you  referring  to? 

FOOD  SAFETY  AND  INSPECTION  SERVICE 

Mr.  GiLLUM.  The  inspection  service  for  slaughterhouses  in  the 
meat  packing  side,  FSIS  or  Food  Safety  and  Inspection  Service.  And 
the  Secretary  asked  us  to  look  at  that,  and  there  were  two  aspects  of 
it. 

One,  the  Food  Safety  and  Inspection  Service  wasn't  operating  the 
way  it  was  supposed  to;  and  number  two,  the  very  inspectors  that 
were  supposed  to  be  there  doing  their  job,  weren't  there. 

We  looked  behind  all  those  allegations  and  we  basically  found  at 
the  time  that  the  regulations  in  effect  for  meat  inspection,  et 
cetera,  were  being  followed.  And  this  did  not  address  the  microbio- 
logical issues  that  are  on  the  table  today.  It  addressed  whether  the 
rules  and  things  were  being  followed,  and  we  found  they  essentially 
were. 

We  could  find  no  evidence  that  the  inspectors  were  abusing  the 
system  and  were  not  being  in  place  to  do  their  job. 

Since  that  time,  and  we  have  a  current  project  in  process,  that 
deals  with  some  effort  in  that  microbiological  area.  We  are  trying 
to  use  our  resources  based  on  where  the  Department's  expenditures 
and  risks  are,  and  we  think  we  do  that,  and  sometimes  it  gets 
skewed  in  the  process,  of  course. 

Jim,  do  you  want  to  turn 

WORKLOAD 

Mr.  Ebbitt.  As  far  as  numbers  and  percentages  are  concerned, 
when  you  factor  audit  and  investigation  into  the  total  OIG  work- 
load, about  28  percent  of  our  workload,  audit  and  investigation 
combined,  is  directed  toward  the  food  stpmp  program.  Roughly  six 
percent  overall,  both  audit  and  investigation,  goes  towards  the  food 
safety  issues  which  include  the  Food  Safety  and  Inspection  Service, 
the  Agricultural  Marketing  Service,  and  other  related  programs. 

And  then,  of  course,  the  other  big  area  is  in  the  farm  program 
area,  ASCS,  and  deficiency  payments  in  programs  like  that.  And 
another  big  chunk  in  the  Farmers  Home  and  the  Rural  Develop- 
ment Administration,  in  those  program  areas. 

So  those  are  the  big  money  issues  in  the  Department  where  we 
are  spending  our  time,  as  Mr.  Gillum  pointed  out;  food  safety, 
those  issues  are  handled  first  and  foremost  and  given  priority  over 
the  rest  of  these. 

Mr.  Beauckamp.  Could  I  make  a  comment  on  the  food  safety 
issue?  With  investigations,  if  we  have  an  allegation  that  there  is  a 
health  problem  in  a  shipment  of  uninspected  meat,  or  tampering 
with  consumer  products,  we  would  drop  any  other  investigation. 
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take  people  off  even  these  high  dollar  food  stamp  investigations  to 
put  them  on  that  health  and  safety  issue  until  it  is  resolved. 

Mr.  Pastor.  Thank  you,  Mr.  Chairman. 

Mr.  DuRBiN.  Thank  you.  Mr.  Smith? 

PAPERWORK  IN  ASCS  OFFICES 

Mr.  Smith.  I  think  the  record  ought  to  indicate  that  this  problem 
in  the  northwest  involved  the  meat  after  it  left  the  responsibility  of 
the  FSIS.  We  never  did  expect  the  inspection  system  to  follow  it  to 
the  dinner  table  after  it  gets  to  the  restaurant  or  the  individual 
family.  You  expect  them  to  cook  it  the  way  they  are  supposed  to. 

I  have  a  question  with  regard  to  the  amount  of  paperwork  in  the 
ASCS  offices;  90  percent  of  it  at  least  relates  to  the  $50,000  pay- 
ment limit.  At  sign-up  time,  it  is  just  unbelievable  the  amount  of 
paperwork  that  goes  on  there,  and  the  number  of  employees  that 
are  involved.  I  approached  Secretary  Yeutter  three  years  ago,  I 
guess,  with  a  couple  of  suggestions  about  how  to  reduce  some  of  the 
paperwork.  He  adopted  one,  and  that  was  with  regard  to  the 
502C  form.  You  have  a  simple  form  that  says,  we  haven't  changed 
anything  since  last  year  so  use  last  year's  form.  That  cut  out  a  lot 
of  work.  I  don't  know  how  much. 

But  the  point  is  the  excessive  amount  of  work  it  takes  to  fill  out 
those  forms,  and  provide  all  the  information  that  is  requested 
there.  You  wouldn't  have  to  do  an  audit.  It  is  all  in  everybody's 
file.  It  is  unbelievable. 

I  believe  you  could  get  rid  of  most  of  that,  I  would  say  at  least  90 
percent  of  it,  just  by  having  a  form  that  certifies  under  oath  that 
there  is  no  way  possible  that  from  all  sources,  direct  and  indirect, 
the  producer  will  get  more  than  $40,000  this  year.  That  gets  rid  of 
95  percent  of  the  work. 

Now,  have  you  considered  that? 

Mr.  GiLLUM.  Have  we  reviewed  that? 

Mr.  Ebbitt.  Payment  limitations  is  one  of  the  most  complex 
issues  that  ASCS  is  dealing  with  and  also  the  auditors  are  dealing 
with.  What  we  have  is  a  program  that  lawyers  love.  They  are 
pretty  good  for  auditors,  too,  because  it  makes  sure  we  have  a  lot  of 
work  to  do,  and  it  certainly  requires  a  tremendous  amount  of  time 
of  county  staff  to  fill  those  forms  out. 

In  reality  what  is  happening  is  that  every  time  Congress  has 
taken  an  action  to  try  and  tighten  the  program  up,  the  farm  com- 
munity and  attorneys  have  worked  to  find  loopholes  in  that  exist- 
ing legislation. 

And  that  is  why  the  paperwork  burden  has  become  so  large. 

Mr.  Smith.  The  paperwork  burden  has  become  so  large  because 
the  people  who  make  those  forms  down  at  the  Department  didn't 
use  any  of  their  mental  resources  at  all  in  figuring  out  how  to 
make  a  simple  form.  What  they  did  was  take  every  possibility 
there  might  be  under  the  law  and  make  you  certify  that  you  didn't 
do  this,  you  did  this,  give  them  your  figures  from  five  years  ago 
and  four  years  ago,  stuff  that  they  don't  ever  need  unless  you 
found  something  that  might  be  in  violation  and  made  an  audit  of 
them. 
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Mr.  Ebbitt.  Again,  the  problem  is  very  complex.  The  rules  are 
complex,  and  to  fully  understand  each  unit  you  have  to  know  ex- 
actly how  a  farming  unit  operates,  who  is  managing  it,  who  has  got 
the  assets,  who  is  going  to  do  the  labor.  The  regulations  now  re- 
quire these  all  be  laid  out  before  that  final  determination  is  made. 

Mr.  Smith.  You  have  got  a  recommendation  here,  and  I  wish  you 
would  explain  it  to  me.  One  of  your  recommendations  allow  an  in- 
dividual's contribution  of  management  to  qualify  only  one  person 
as  actively  engaged. 

Explain  that  to  me. 

PAYMENT  LIMITATIONS 

Mr.  Ebbitt.  Mr.  Smith,  one  of  the  problems  we  have  been  report- 
ing on  in  payment  limitations  for  the  last  five  or  six  years  has  been 
the  creation  of  corporations  that  when  we  go  out  to  audit,  there  are 
no  assets  of  the  corporations,  and  the  way  that  they  are  allowed  to 
be  in  the  program  is  that  the  operator  of  a  farm  that  is  set  up  as  a 
partnership  also  owns  50%  of  the  corporations.  And  the  operator  is 
allowed  under  current  rules  and  regulations  to  claim  himself  as 
providing  the  management  for  this  corporation,  which  qualifies  the 
corporation  for  a  payment  even  though  stockholders  owning  the  re- 
maining 50%  provide  no  management. 

In  our  opinion,  and  what  we  reported  in  a  number  of  semiannual 
reports  is  that  this  is  an  evasion  of  payment  limitation  rules  and 
regulations. 

Mr.  Smith.  Explain  this  to  me.  Just  use  as  an  example,  and  there 
are  numerous  examples,  there  are  men  and  women,  they  are  both 
partners,  there  are  people  who  have  two  children  and  have  three 
separate  operations  but  they  farm  together.  How  does  this  affect  a 
father  and  son,  let  us  say,  or  a  farm  couple,  and  their  son?  They 
farm  with  one  son,  and  also  with  the  son-in-law.  How  would  your 
recommendation  affect  them? 

Mr.  Ebbitt.  It  probably  wouldn't  impact  on  them  at  all,  because 
in  your  description  you  have  described  three  active,  ongoing  farm- 
ing operations  with  individuals  only. 

Mr.  Smith.  I  have  described  two.  And  the  parents  are  involved  in 
both  of  them. 

Mr.  Ebbitt.  But  assuming  that  the  other  parties,  the  son,  wife, 
and  the  son-in-law  have  got  some  stake  in  their  own  unit,  are  pro- 
viding farm  labor,  are  providing  some  management  to  the  process, 
some  assets,  you  have  described  obviously  two  active  farming  oper- 
ations with  four  individuals  eligible  for  payments.  And  our  recom- 
mendation wouldn't  affect  that. 

Mr.  Smith.  There  isn't  more  than  one  person  actively  engaged  in 
each  one. 

Mr.  Ebbitt.  That  is  fine,  because  payments  would  be  limited  to 
the  individuals  providing  input  to  the  farming  operation,  what  our 
recommendation  is  designed  to  get  at  is  corporations  that  are  cre- 
ated only  to  qualify  for  payments. 

Mr.  Smith.  Is  it  only  management,  is  that  what  you  are  referring 
to? 

Mr.  Ebbitt.  You  have  a  farm,  and  the  owner  of  the  farm  has 
taken  some  farm  laborers  on  the  farm  and  has  created  a  corpora- 
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tion,  with  himself  owning  50%  and  these  people  that  work  for  him 
on  his  own  farm,  owning  the  other  50%  of  the  corporation.  It  has 
no  assets;  the  owner  created  this  corporate  structure  simply  to  get 
another  payment.  And  the  way  that  it  qualifies  is  that  the  farmer 
who  owns  the  farm  provides  the  management  for  the  corporation 
on  this  farm,  as  well.  He  is  able,  because  he  set  up  this  corporation 
to  get  a  second  payment. 

In  reality,  the  manager  of  the  farm  is  the  same,  it  is  this  one  in- 
dividual. But  you  have  created  one  or  more  corporate  structures 
where  you  have  the  main  farmer  associated  with  other  parties  that 
provide  no  assets,  that  don't  necessarily  provide  any  farm  labor, 
but  have  formed  this  corporation.  The  farmer  provides  manage- 
ment, qualifies  the  corporation,  and  he  is,  therefore,  eligible  to 
draw  this  second  payment. 

Mr.  Smith.  I  won't  belabor  it,  but  I  think  you  are  going  into  stuff 
that  happened  five  years  ago  that  is  virtually  impossible  now. 

Mr.  Ebbitt.  Congressman,  we  see  it  every  day  when  we  are  out 
there  looking  at  these  payment  limitation  cases. 

Mr.  Smith.  You  are  required  to  be  actively  engaged.  And  they 
can't  just  pick  up  somebody  off  the  street  and  say  that  he  is  farm- 
ing this  farm. 

Mr.  Ebbitt.  No,  but  they  qualify  by  virtue  of,  again,  the  main 
farmer  providing  the  management  to  the  process.  Congressman,  we 
have  some  cases  I  would  be  happy  to  explore  further  with  you. 

commodity  supplemental  food  program 

Mr.  Smith.  In  leaving  the  subject,  I  just  want  to  make  mention  of 
the  commodity  supplemental  food  program.  It  was  started  in  Detroit, 
Des  Moines  and  New  Orleans.  It  has  worked  very  well,  but  it  will 
only  work  if  you  have  a  government-run  agency  to  distribute  the 
food. 

You  have  got  to  have  transportation  for  people  to  get  to  the  dis- 
tribution place.  You  have  got  to  have  enough  people  so  that  you 
can  afford  to  operate  one.  You  couldn't  ever  deliver  food  to  all  the 
people  that  need  it  in  this  country.  But  it  is  an  excellent  system  so 
far  as  it  goes. 

For  example,  if  you  don't  have  a  child,  you  can't  get  certain 
kinds   of  food   that   children   need.   Other   recipients   can   choose 
whether  they  want  cornmeal  or  flour.  You  can  get  whichever  one 
you  want.  It  really  works. 

And  I  think  it  is  up  to  about  18  or  19  programs  now,  if  I  remem- 
ber, instead  of  just  the  initial  three.  But  it  works  as  far  as  it  goes. 

Thank  you. 

Mr.  DuRBiN.  Thank  you,  Mr.  Smith. 

school  lunch  bid-rigging 

Now  for  some  follow-up  questions.  Mr.  Gillum,  were  any  compa- 
nies debarred  as  a  result  of  the  school  lunch  bid-rigging  investiga- 
tion? 

Mr.  Gillum.  We  are  not  aware  of  any;  no,  sir. 

Mr.  Durbin.  When  a  company  is  found  guilty  of  bid-rigging, 
what  options  are  available  to  the  Department  to  penalize  them? 

Mr.  Gillum.  The  Department's  agencies  have  programmatic 
sanction  authority  with  which  to  take  action  against  companies 
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found  guilty  of  bid-rigging.  Some  of  the  agencies  have  specific  legis- 
lative or  regulatory  authority  aimed  at  taking  action  against  those 
companies  involved  in  this  type  of  unlawful  activity.  Also,  agencies 
can  subject  companies  to  suspension  or  debarment  under  both  the 
Federal  Acquisition  Regulations,  FAR  governing  direct  Federal 
procurement  and  the  nonprocurement  suspension  and  debarment 
rules  (7  CFR,  Part  3017  for  USD  A)  governing  assistance  under  Fed- 
eral programs.  Actions  under  either  system  are  discretionary  in 
order  to  protect  the  public  or  the  Federal  Government  and  are  not 
considered  punitive  in  nature. 

Mr.  DuRBiN.  I  want  to  give  you  an  opportunity  to  elaborate  a 
little  bit  on  the  record  concerning  the  role  that  the  Inspector  Gen- 
eral's Office  played  in  this  school  lunch  bid-rigging  investigation. 

Mr.  Beauchamp.  Right  now  the  Justice  Department,  the  Anti- 
trust Division,  has  investigations  going  in  about  20  States  nation- 
wide. We  are  involved  in  three  or  four  of  those  investigations, 
mainly  in  Texas  and  Oklahoma.  We  can  provide  more  details  for 
the  record,  if  you  would  like. 

Mr.  DuRBiN.  If  you  would,  we  would  appreciate  that. 

[The  information  follows:] 
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BID-RIGGING  INSERT  TO  TESTIMONY  ON  PAGE  102 

The  Antitrust  Division  of  the  U.S.  Department  of  Justice  has  responsibility 
for  conducting  investigations  and  prosecuting  bid  rigging  and  other  criminal 
violations  of  the  Sherman  Antitrust  Act.  Concerning  investigations  of 
businesses  and  individuals  in  the  milk  and  dairy  products  industries,  the 
Antitrust  Division  is  conducting  investigations  in  23  States  of  bid  rigging  on 
contracts  for  the  sale  of  milk  to  public  schools  districts,  to  military 
installations  under  Department  of  Defense  contracts,  and  to  other  public 
entities  including  hospitals  and  colleges.  The  Antitrust  Division  has  asked 
OIG  to  assist  in  its  investigations  in  three  States,  and  in  two  of  those 
investigations,  criminal  action  was  recently  obtained.  On  February  11  of  this 
year,  criminal  charges  were  filed  in  Texas  against  Borden,  Inc.,  and  in 
Oklahoma  against  Preston  Dairy,  Inc.,  each  for  bid  rigging  on  contracts  for 
sales  of  milk  to  public  schools  and  other  public  entities.  OIG  remains 
committed  to  assist  the  Antitrust  Division  in  its  investigations  of  bid 
rigging  in  milk  products  sold  to  public  schools. 

In  addition  to  the  milk  investigations,  we  are  assisting  the  Antitrust 
Division  in  two  other  investigations  of  bid  rigging  related  to  the  sale  of 
other  food  products  to  public  schools.  As  we  noted  last  year  in  our  testimony 
before  this  Committee,  in  one  of  these  investigations  in  Texas,  a  food 
company,  one  former  employee,  and  other  individuals  conspired  to  rig  bids  for 
contracts  to  supply  wholesale  grocery  products  to  31  public  school  districts, 
two  hospitals,  and  two  other  public  entities.  The  food  company,  Sysco  Food 
Services,  Inc.,  Houston,  Texas,  was  fined  $2  million.  That  investigation  is 
on-going. 

As  you  know,  a  substantial  portion  of  the  funding  used  by  public  school 
districts  to  purchase  milk  and  other  food  commodities  is  provided  by  the  Food 
and  Nutrition  Service  through  its  child  nutrition  programs.  While  FNS 
administers  these  programs,  the  State  and  local  government  agencies  which 
deliver  the  program  benefits  are  responsible  for  handling  the  contracts  to 
purchase  most  of  the  commodities.  The  decentralization  of  this  contracting 
activity  among  the  hundreds  of  public  school  districts  nationwide  makes  it 
difficult  for  FNS  to  monitor  contracts  in  an  attempt  to  identify  possible  bid 
rigging  activity.  Based  upon  our  recent  experience  in  these  investigations, 
we  will  work  with  the  Department  of  Justice  and  FNS  to  determine  if  better  bid 
monitoring  and  analysis  procedures  can  be  implemented  to  identify  possible  bid 
rigging  conspiracies. 
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BID-RIGGING 


Mr.  DuRBiN.  In  addition  to  receiving  bonus  commodities  from  the 
Department,  schools  are  reimbursed  for  meals  served.  This  reim- 
bursement is  used  to  purchase  additional  commodities  served  in 
the  program.  Have  you  done  any  audits  at  the  local  level  to  verify 
that  the  procurement  process  includes  steps  that  might  prevent 
bid-rigging  from  occurring? 

Mr.  GiLLUM.  As  you  know,  it  is  not  easy  to  detect  contract  fraud 
or  highly  collusive  schemes  such  as  the  bid-rigging  which  occurred 
in  the  school  milk  contracts.  However,  we  have  an  audit  survey  in 
process  to  evaluate  procurement  practices.  This  audit  will  assess 
whether  competition  is  being  sought  according  to  the  procurement 
procedures  and  that  the  manner  in  which  the  competition  is  sought 
is  free  from  any  restrictions  that  would  prevent  free  and  open  com- 
petition. We  also  have  plans  to  do  an  audit  survey  of  milk  con- 
tracts to  determine  whether  controls  can  be  established  which 
would  identify  or  prevent  bid-rigging  from  occurring.  Audits  are 
also  conducted  under  the  Single  Audit  Act  which  are  to  include  an 
assessment  of  controls  over  the  overall  procurement  process  and 
some  limited  compliance  testing. 

In  1989,  we  audited  school  district  procurement  practices  to 
secure  food  service  management  companies.  Our  audit  disclosed 
that  many  school  districts  did  not  fully  comply  with  competitive 
bidding  or  competitive  negotiation  procedures.  We  have  also  audit- 
ed contracts  between  FNS,  States,  or  school  districts  and  food  proc- 
essors and  have  found  contract  violations;  however,  not  in  bid-rig- 
ging. Besides  the  school  lunch  program,  a  recent  OIG  investigation 
in  the  Special  Supplemental  Food  Program  for  Women,  Infants, 
and  Children  (WIC)  Program  resulted  in  the  Federal  Trade  Com- 
mission taking  action  against  three  manufacturers  for  bid-rigging 
in  Puerto  Rico.  A  settlement  was  reached  with  two  of  the  compa- 
nies to  provide  USDA  with  3.6  million  pounds  of  infant  formula. 
The  third  manufacturer  is  facing  a  hearing  on  similar  charges. 

MEALS  CLAIMS 

Mr.  DuRBiN.  As  a  result  of  IG  audits  and  administrative  reviews 
by  the  agency,  FNS  decided  that  improvements  in  the  meal  claim- 
ing systems  used  by  schools  were  needed.  Steps  were  taken  to  im- 
prove the  accuracy  of  meal  claims,  as  well  as  improve  Federal  over- 
sight activities.  In  fiscal  year  1989,  the  Committee  provided  FNS 
with  additional  money  to  develop  a  system  for  independent  verifi- 
cation of  school  food  service  claims.  Since  then,  FNS,  in  coopera- 
tion with  state  agencies,  participates  in  local  reviews  of  the  school 
lunch  program  and  provides  training  and  technical  support  to 
schools  to  help  them  improve  accountability.  Have  you  taken  a 
look  at  this  coordinated  review  system  to  see  if  it  is  sufficient  to 
meet  these  requirements  or  needs  to  be  changed  in  anyway? 

Mr.  GiLLUM.  Due  to  much  public  comment  and  additional  Con- 
gressional hearings,  the  implementation  of  the  Coordinated  Review 
Effort,  (CRE),  regulations  were  delayed  and  not  implemented  until 
July  1992.  States  could  also  ask  for  a  delay  until  January  1993. 
FNS  advises  that  40  States  implemented  CRE  sometime  before 
1993  while  the  remaining  ones  implemented  it  around  January 
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1993.  As  a  result,  we  have  not  yet  reviewed  implementation  of  this 
effort.  We  had  reviewed  the  provisions  of  the  regulation  and  sup- 
ported FNS'  efforts  to  implement  them  against  much  opposition  by 
State  and  local  school  food  authorities. 

In  addition  to  CRE  and  in  response  to  other  recommendations 
stemming  from  our  past  audits,  FNS  implemented  new  accountabil- 
ity regulations  called  "Claims  Review  Process"  in  1989.  These  new 
requirements  were  developed  to  improve  meal  counting  and  claim- 
ing procedures  at  the  local  level.  Our  audits  at  several  large  school 
districts  disclosed  that  these  new  regulations  were  not  fully  imple- 
mented. We  are  continuing  to  monitor  the  implementation  of  these 
requirements  in  our  school  lunch  audits  this  fiscal  year. 

SCHOOL  LUNCH  PROGRAM — OIG  EFFORTS 

Mr.  DuRBiN.  How  much,  in  both  dollars  and  staff,  did  you  devote 
to  audits  and  investigations  of  the  school  lunch  program  in  fiscal 
year  1992  and  what  are  your  estimates  for  fiscal  year  1993? 

Mr.  GiLLUM.  I  will  provide  that  information  for  the  record. 

[The  information  follows:] 


FY  1992 

FY  1993  (est) 

FTE          Cost 

FTE          Cost 

Audit , 

4  8     $181000 

5  5     $197  000 

Investigations 

10        46  000 

1  0        46  000 

AUDITS  OF  SCHOOL  LUNCH  PROGRAM 

Mr.  DuRBiN.  Last  year  you  testified  that  you  had  plans  to  con- 
duct audits  of  the  national  school  lunch  program  in  the  Chicago 
Board  of  Education,  the  national  school  lunch  program  in  the  U.S. 
Virgin  Islands,  and  the  State  Severe  Need  Requirement  Payment 
System  for  School  Lunch  and  Breakfast  Programs.  Have  you  con- 
ducted these  audits,  and  if  so,  what  did  you  find? 

Mr.  GiLLUM.  We  completed  the  fieldwork  for  the  audit  of  the  Na- 
tional School  Lunch  Program  (NSLP)  in  the  Chicago  Board  of  Edu- 
cation (CBOE),  but  the  final  report  has  not  been  issued.  The  audit 
identified  about  $1  million  in  donated  commodities  maintained  in 
storage  by  the  CBOE  that  had  been  on  hand  for  periods  far  exceed- 
ing their  recommended  shelf  life.  We  issued  an  Interim  Notifica- 
tion of  Program  or  Administrative  Deficiency  (Fast  Report)  to  the 
FNS  Midwest  Regional  Office  (FNSRO)  and,  based  on  the  report 
the  FNSRO  and  the  Illinois  State  Board  of  Education,  placed  an 
embargo  on  the  movement  of  donated  commodities  until  the  com- 
modities could  be  tested  for  quality  and  nutritional  value.  We  were 
advised  that  all  out-of-date  commodities  on  hand  at  CBOE  had  been 
tested  and  found  to  be  of  quality  and  nutritional  value,  and  could 
be  used  for  the  NSLP.  We  also  found  that  the  CBOE  had  about  $1.3 
million  in  excessive  commodities  in  its  inventory. 

Our  audit  of  the  NSLP,  U.S.  Virgin  Islands  Department  of  Edu- 
cation (VIDOE),  disclosed  that  the  VIDOE  overstated  the  number 
of  meals  served  that  were  eligible  for  NSLP  reimbursement 
($707,909)  and  overstated  other  NSLP  costs  ($211,597).  In  addition. 
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the  VTDOE's  financial  management  system  did  not  provide  com- 
plete support  for  its  operational  expenditures  to  prove  it  had  pro- 
vided the  required  matching  funds  ($391,450). 

Because  of  other  workload  considerations  and  priorities,  to  date 
we  have  not  conducted  an  audit  of  the  State  Severe  Need  Require- 
ment Pa3maent  System  for  School  Lunch  and  Brakefast  Programs. 

Mr.  DuRBiN.  What  action  was  taken  to  recover  the  $1.3  million 
in  overpayments  to  the  U.S.  Virgin  Islands  Department  of  Educa- 
tion? 

Mr.  GiLLUM.  Of  the  $1.3  million  we  questioned  in  the  audit, 
$918,784  was  due  to  Virgin  Island  Department  of  Education 
(VIDOE)  school  officials  for  serving  meals  without  a  fruit/vegetable 
component  which  did  not  meet  program  requirements,  reporting 
encumbrances  as  expenses  rather  than  actual  costs  which  were 
lower,  and  failing  to  have  documentation  to  support  rental  ex- 
penses. Of  this  amount,  VIDOE  officials  were  able  to  provide  docu- 
mentation to  FNS  supporting  the  rental  expenses  totaling  $61,704. 
FNS  billed  VIDOE  the  difference  of  $857,080. 

In  addition,  VIDOE's  financial  management  system  was  not  ade- 
quate to  document  that  required  matching  funds  of  $391,450  were 
paid.  Although  disagreeing  that  matching  fund  requirements  were 
not  met,  VIDOE  officials  agreed  to  make  improvements  and  pro- 
vide other  documenting  evidence  or  assurance  that  the  matching 
fund  requirements  are  met.  FNS  officials  agreed  to  closely  monitor 
VIDOE's  efforts  on  this  matter. 

FNS — ACCOUNTS  RECEIVABLE 

Mr.  DuRBEN.  What  is  being  done  to  improve  FNS's  ability  to  vali- 
date the  accounts  receivable  balance? 

Mr.  GiLLUM.  FNS  is  developing  a  basis  for  assessing  and  evaluat- 
ing State  systems  for  tracking  and  reporting  on  accounts  receiv- 
ables. Once  this  basis  is  established,  guidelines  will  be  issued  to  re- 
gional offices  on  how  and  when  to  perform  assessments  and  to 
evaluate  State  systems.  Recommendations  on  improving  deficient 
state  systems  will  be  made  as  a  result  of  these  assessments.  In  ad- 
dition, State  agencies  will  be  requested  to  substantiate  claims  totals 
and  other  data  reported  to  FNS.  In  our  audit  of  the  FY  1992  finan- 
cial statements,  we  are  expanding  our  review  of  accounts  receiva- 
ble in  an  attempt  to  assist  FNS  in  developing  an  effective  method 
of  validating  the  balance. 

CHILD  AND  ADULT  CARE  FOOD  PROGRAM 

Mr.  DuRBiN.  What  are  the  results  of  the  audits  you  performed 
during  fiscal  year  1992  of  81  sponsors  of  the  Child  and  Adult  Care 
Food  Program  in  New  York  and  Virginia? 

Mr.  GiLLUM.  During  FY  1992,  the  audits  of  81  sponsors  in  New 
York  and  Virginia  questioned  over  $700,000  in  costs.  The  centers 
inaccurately  reported  enrollment,  claimed  meals  in  excess  of  li- 
censed capacity,  claimed  more  meals  than  their  attendance  reports 
showed,  submitted  inaccurate  claims,  overstated  administrative 
costs,  and  were  not  approved  by  FNS  to  operate  the  Child  and 
Adult  Care  Food  Program. 

Mr.  DuRBiN.  What  did  FNS  do  with  the  results  of  this  audit? 
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Mr.  GiLLUM.  In  New  York  and  Virginia,  FNS,  rather  than  the 
States,  administer  the  Child  and  Adult  Care  Food  Program.  Each 
year,  FNS  requests  that  we  audit  a  number  of  the  sponsors  with 
most  of  them  being  in  New  York.  During  FY  1992,  we  performed 
individual  audits  of  81  sponsors  and  questioned  about  $700,000.  We 
recommended  that  FNS  collect  these  funds,  and  FNS  agreed  to  re- 
cover the  funds.  Also,  FNS  has  advised  us  that  New  York  intends 
to  administer  the  program  beginning  next  fiscal  year. 

AMS — MEAT  PROCESSING 

Mr.  DuRBiN.  In  some  of  this  testimony  you  have  presented  to  us, 
under  the  Agricultural  Marketing  Service  Section,  you  tell  a  pretty 
horrifying  story  about  a  meat  processing  quality  control  supervisor 
in  one  of  these  packing  plants.  Do  you  know  if  that  case  resulted  in 
debarment?  It  was  a  case  where,  in  fact,  meat  that  was  tainted, 
sour  and  putrid,  according  to  your  testimony,  was  reworked  and 
processed  without  benefit  of  examination  and  reinspection. 

Mr.  Beauchamp.  They  were  not  debarred.  They  went  out  of  busi- 
ness after  their  indictment. 

Mr.  DuRBiN.  Can  I  assume,  if  they  go  out  of  business,  that  the 
same  people  cannot  qualify  to  come  back  into  business? 

Mr.  Beauchamp.  Right.  I  think  if  you  are  convicted  for  any 
felony  or  two  misdemeanors  relating  to  a  meat  inspection  violation 
you  can  be  permanently  debarred. 

FMHA — EXCESSIVE  CONSTRUCTION  COST 

Mr.  DuRBiN.  The  Farmers  Home  Administration,  where  you  did 
some  review  of  excessive  construction  costs,  received  recommenda- 
tions from  you  on  a  series  of  regulatory  changes.  Has  the  Farmers 
Home  Administration  implemented  these  changes  to  your  satisfac- 
tion? 

Mr.  Ebbitt.  I  don't  think  they  have  got  some  of  those  things 
worked  out  yet.  That  report  was  issued  about  eight  months  ago. 
They  are  still  working  on  some  of  the  regulatory  changes  that  we 
suggested.  We  have  another  audit,  a  follow-up  audit  underway 
right  now  looking  at  additional  borrowers  to  identify  fraud.  We  will 
be  reporting  again  to  FmHA  on  the  results  of  that  review. 

AUDIT  OF  THE  NATIONAL  FINANCE  CENTER 

Mr.  DuRBiN.  An  audit  of  the  National  Finance  Center  was  done 
by  contract.  Why  wasn't  it  done  in-house?  How  much  was  the  con- 
tract? 

Mr.  GiLLUM.  The  USDA  Office  of  Finance  and  Management, 
OFM,  requested  the  audit  be  performed  based  on  the  recommenda- 
tions of  OIG  and  GAO.  Because  we  did  not  have  sufficient  re- 
sources to  perform  the  audit,  it  was  decided  to  obtain  the  services 
of  an  independent  CPA  firm.  OFM  submitted  a  statement  of  work 
to  the  Assistant  Secretary  for  Administration,  the  USDA  Office  of 
Operations  administered  the  contract,  and  OIG  provided  technical 
supervision  of  the  work  as  the  Contracting  Officer's  Technical  Rep- 
resentative. The  audit  cost  $249,994. 

Mr.  DuRBiN.  This  audit  uncovered  a  number  of  weaknesses  in 
the  center's  internal  control  structure.  You  say  in  your  statement 
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that  their  computer  was  not  secure.  That  is  a  pretty  big  computer 
operation,  it  it  not? 

Mr.  Ebbitt.  It  certainly  is.  The  National  Finance  Center  in  New 
Orleans  also  handles  payments  for  35  other  government  agencies, 
including  the  (xeneral  Accounting  Office  and  others.  We  did  the 
audit  to  find  out  what  kind  of  controls  are  in  place.  And  from  a 
general  control  standpoint,  we  found  that  the  basic  problem  is  the 
documentation,  detailing  general  and  ADP  controls  is  inadequate 
and  doesn't  explain  the  internal  policies  and  procedures.  We  rec- 
ommended that  they  document  their  controls. 

At  the  same  time,  we  did  enough  checking  that  we  were  fairly 
comfortable  that  payments  in  general  are  being  made  correctly  by 
the  center. 

So  we  have  a  general  control  environment  that  needs  to  be 
strengthened,  but  from  the  standpoint  of  identifying  problems,  we 
didn't  find  that  many.  So  we  left  feeling  fairly  comfortable  that 
payments  were  being  made  correctly. 

From  a  security  standpoint,  that  is  an  issue  we  have  dealt  with 
on  a  number  of  occasions.  The  last  time  we  were  able  to  gain  access 
to  the  overall  center. 

We  could  have  issued  checks  brought  the  system  down,  or  have 
done  anything  we  wanted  to,  because  we  were  a  super  user  of  the 
center. 

Mr.  DuRBiN.  When  did  that  happen?  When  did  that  investigation 
take  place? 

Mr.  Ebbitt.  That  would  have  been  within  the  last  year. 

Mr.  Durbin.  Did  you  follow-up  to  find  out  whether  they  have 
corrected  this  problem? 

Mr.  Ebbitt.  We  certainly  did,  on  something  like  that,  we  worked 
with  them  until  the  problem  is  corrected,  and  it  is  corrected  now. 

Mr.  Durbin.  And  they  are  not  going  to  tell  you  the  password? 

Mr.  Ebbitt.  We  didn't  need  the  password.  When  we  got  in  the 
last  time  we  didn't  need  the  password.  But  we  went  in  trying  to 
use  the  same  techniques.  They  have  locked  us  out  successfully,  but 
we  keep  trjring. 

Mr.  GiLLUM.  I  wouldn't  want  to  leave  that  without  mentioning 
that  when  this  came  up.  Secretary  Madigan  became  very,  very  in- 
terested. The  Assistant  Secretary  for  Administration,  Charles 
Hilty,  at  the  time  took  very  direct  interest  in  security,  ADP  securi- 
ty, any  ADP  problems  in  general,  and  really  made  an  effort  to  try 
to  get  some  corrective  actions  in  those  areas. 

So  we  got  a  lot  more  attention  in  some  of  those  areas  than  frank- 
ly we  do  in  others. 

Mr.  Durbin.  You  are  currently  conducting  a  follow-up  audit. 
When  do  you  expect  this  audit  will  be  completed? 

Mr.  GiLLUM.  The  fieldwork  has  been  completed,  and  it  is  antici- 
pated that  a  report  will  be  issued  by  April  1993. 

Mr.  Durbin.  Was  this  follow-up  audit  also  to  be  done  by  con- 
tract? 

Mr.  GiLLUM.  No,  the  audit  was  performed  by  OIG. 
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FEDERAL  CROP  INSURANCE  CORPORATION 

Mr.  DuRBiN.  Mr.  Hilty  spoke  to  me  about  the  whole  issue.  I  know 
he  was  very  interested  in  that. 

Federal  Crop  Insurance  is  a  program  you  return  to  year  after  year. 
I  take  it  from  your  testimony  here  that  there  is  still  ample  evidence 
of  efforts  to  defraud  under  this  program.  I  understand  you  are  doing 
a  nationwide  review  now  on  claims  adjustment,  in  the  Federal  Crop 
Insurance  Program.  Is  there  any  preliminary  information  available 
that  you  can  share  with  us  on  this?  

Mr.  Ebbitt.  I  think  that  crop  insurance  has  made  progress. 
There  are  still  some  problems  out  there,  and  there  are  a  couple  of 
cases  in  the  testimony,  a  big  tomato  case  we  talked  about  with 
some  major  problems  there,  but  one  of  the  main  things  and  the 
best  things  crop  insurance  did  was  establish  a  compliance  unit  in- 
house  that  goes  out  and  works  with  the  reinsurance  companies  to 
actually  check  claims  and  adjustments.  That  was  created  two  or 
three  years  ago,  as  I  recall. 

As  a  result  of  that,  we  are  finding — we  are  not  finding  as  many 
problems  as  we  did  before.  I  think,  again,  there  are  still  problems 
out  there,  progress  is  being  made.  I  think  the  picture  for  the  future 
is  better. 

We  have  two  statistical  samples  for  the  crop  year  1991  claims  ad- 
justment audit.  One  sample  is  of  the  corn,  soybean,  and  wheat 
crops  which  were  the  crops  we  reviewed  in  our  last  audit  and  the 
other  sample  is  of  other  insured  crops  within  the  continental 
United  States.  Only  a  few  of  the  samples  have  been  finalized,  and 
it  is  not  possible  at  this  time  to  determine  what  the  final  projec- 
tions will  be.  Preliminary  indications  are  that  error  rates  will  be 
lower. 

REINSURANCE  AGREEMENT 

Mr.  DuRBiN.  What  about  the  reinsurance  agreement?  Have  you 
taken  a  look  at  that? 

Mr.  Ebbitt.  We  looked  at  the  reinsurance  agreement  on  a 
number  of  occasions.  We  have  made  suggestions  in  the  past  on 
that.  I  think  they  took  our  suggestions  to  heart.  We  got  them  into 
the  agreement.  To  my  knowledge  right  now  we  don't  have  any  par- 
ticular concerns  with  the  reinsurance  agreement. 

SUNFLOWER  INVESTIGATION 

Mr.  DuRBiN.  Was  there  not  an  investigation  related  to  sunflow- 
ers under  that  program?  Maybe  that  was  a  few  years  back.  It 
might  have  been  GAO. 

Mr.  Ebbitt.  GAO  did,  too;  that  is  right. 

DISASTER  PAYMENTS 

Mr.  DuRBiN.  I  read  in  your  testimony  about  the  disaster  pay- 
ments and  squash  situation,  where  farmers  started  planting  acres 
and  acres  of  squash  in  an  area  that  hadn't  been  planted  before.  Lo 
and  behold,  the  crop  didn't  survive  and  they  requested  a  disaster 
payment.  Is  that  an  isolated  case? 
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Mr.  Ebbitt.  That  particular  case  is  a  serious  case. 

Mr.  DuRBiN.  What  state  was  that? 

Mr.  Ebbitt.  That  is  in  Georgia.  In  the  county  we  are  working  in, 
planted  squash  acres  before  the  disaster  program  were  about  500  a 
year.  After  the  disaster  program  it  went  to  about  10,000  in  that  one 
county.  And  there  are  some  serious  problems. 

Mr.  Durbin.  Was  there  more  than  one  producer? 

Mr.  Ebbitt.  Oh,  yes.  There  are  a  number  of  producers.  That  is 
the  total  in  the  county. 

Mr.  Durbin.  So,  are  you  assuming  then,  that  there  might  have 
been  some  communication  among  them? 

Mr.  Ebbitt.  Yes. 

Mr.  Durbin.  Sounds  like  it. 

Mr.  Ebbitt.  It  is  a  very  serious  problem.  We  are  looking  at  other 
States  as  well  for  similar  kinds  of  patterns  and  issues.  We  really 
haven't  found  anjrthing  comparable  to  the  squash  issue. 

administration  of  disaster  programs — ASCS 

Mr.  Durbin.  What  recommendations,  if  any,  have  you  made  to 
ASCS  regarding  problems  identified  in  administering  non-program 
crop  disaster  assistance? 

Mr.  GiLLUM.  We  have  made  many  recommendations  regarding 
the  administration  of  the  disaster  program  and  non-program  crops. 
We  will  provide  specific  recommendations  for  the  record. 

[The  information  follows:] 

(1)  Producers  to  submit  actual  production  history  when  available,  for  establishing 
farm  yields  used  in  determining  the  amount  of  loss  due  to  a  disaster. 

(2)  Producers  that  do  not  have  actual  production  history  to  so  certify  prior  to 
ASCS  using  the  established  county  average  yield  for  that  farm. 

(3)  A  comparison  of  yields  and  payment  rates  used  by  one  State  with  those  used 
by  adjoining  States  and  follow  up  on  any  significant  differences. 

(4)  State  Committees  to  ensure  that  National  Agricultural  Statistics  Service 
(NASS)  data  used  in  establishing  county  yields  is  consistent  with  the  NASS  data 
used  for  national  publication. 

(5)  State  Committees  to  fully  document  the  data  supporting  county  average  yields 
for  nonprogram  crops  not  in  the  NASS  estimating  program. 

(6)  State  Committees  to  provide  proposed  yields  and  rates  for  nonprogram  crops  to 
the  National  ASCS  Office  for  review  and  concurrence  of  reasonableness  and  consist- 
ency with  other  States. 

(7)  The  national  office  to  review  a  sample  of  States  to  ensure  the  process  for  estab- 
lishing county  average  yields  is  supportable  and  consistent  with  other  States. 

(8)  Producers  that  have  contract  with  packing  sheds  to  submit  contracts  and  set- 
tlement statements  on  all  non-program  crops  for  the  county  committees  to  make  a 
determination  of  the  producers'  and  packing  shed's  interest  in  the  crop. 

Mr.  GiLLUM.  Our  ongoing  fieldwork  regarding  nonprogram  crop 
disaster  assistance  has  identified  problems  regarding  farmers  that 
have  not  followed  acceptable  farming  practices  and  who  are  still 
applying  for,  and  receiving,  disaster  assistance.  We  have  not  com- 
pleted this  audit;  however,  we  have  been  working  with  ASCS  and 
they  issued  Notice  PAD-118  on  December  22,  1992,  which  ad- 
dressed the  normal  farming  practice  issue,  along  with  others. 

Mr.  Durbin.  Mr.  Smith,  do  you  have  a  question? 

Mr.  Smith.  I  think  I  talked  to  the  Inspector  General  and  Secre- 
tary Madigan  about  this  problem  last  year.  There  is  absolutely  no 
way  for  ASCS  to  administer  the  nonprogram  crops  in  disaster  as- 
sistance. I  doubt  if  there  is  a  county  in  the  country  where  some- 
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body  didn't  claim  they  planted  more  than  they  actually  did,  or 
where  they  planted  a  crop  as  a  second  crop,  and  maybe  made  more 
money  off  it  than  they  would  from  their  first  crop. 

Mr.  Ebbitt.  It  is  because  they  don't  have  a  good  handle  on  yields, 
on  yields  data,  and  you  find  that  in  the  squash  scenario,  where 
people  are  planting,  it  would  appear,  simply  to  get  the  disaster  pay- 
ment. 

Mr.  DuRBiN.  Can  I  correctly  assume  that  once  a  producer  is 
found  to  have  defrauded  the  Government  while  participating  in 
one  of  these  programs,  that  person  is  debarred? 

Mr.  Ebbitt.  I  don't  know  the  answer  for  sure,  but  I  don't  think 
that  is  a  safe  assumption. 

FOREIGN  AGRICULTURE  SERVICE 

Mr.  DuRBiN.  That  is  something  we  are  going  to  look  into,  I  think. 
Let  me  clarify  something  about  the  Foreign  Agricultural  Service. 
In  the  case  that  you  referred  to  on  tobacco,  that  is  an  old  case,  is  it 
not,  that  has  been  around  a  few  years? 

Mr.  Ebbitt.  Yes. 

wic 

Mr.  DuRBiN.  Some  questions  concerning  the  WIC  program.  A. lot 
more  people  are  participating  in  the  program.  I  am  just  wondering, 
although  our  committee  has  been  a  strong  supporter  of  that  pro- 
gram, we  are  concerned  about  the  amount  of  money  involved,  how 
it  is  being  used  and  the  eligibility  of  people  using  it.  You  don't 
mention  your  work  in  this  area  in  the  statement.  Are  you  doing 
anything  to  investigate  this  program? 

Mr.  Ebbitt.  About  three  years  ago  we  did  a  nationwide  audit  of 
WIC.  One  of  the  main  things  we  were  looking  at  was  the  WIC 
voucher.  What  we  found,  was  that  a  recipient  would  go  into  a 
retail  store,  buy  eligible  WIC  items,  and  the  items,  let's  say,  cost 
$30.  There  is  a  not-to-exceed  amount  on  the  WIC  voucher  used  by 
each  State  that  is,  for  example,  $35.  So  the  retailer  will,  instead  of 
marking  in  $30  and  passing  it  back  through  the  system,  will  mark 
down  $35,  and  it  comes  back  through  the  system. 

So  in  other  words,  they  were  inflating  the  voucher  over  and 
above  what  the  client  actually  purchased,  the  value  of  the  food.  We 
made  several  recommendations  to  Food  Nutrition  Service  to  try 
and  deal  with  that  issue.  That  is  a  tough  issue  for  them  to  deal 
with.  And  we  have  gone  back  several  times  to  ask  them,  how  are 
they  progressing  on  those  regulations,  and  they  haven't  made  a  lot 
of  progress.  I  am  not  sure  why.  There  is  a  number  of  issues  in- 
volved, but  that  is  an  issue  that,  in  fact,  we  just  checked  with  them 
again  within  the  last  month  or  so.  And  we  haven't  really  scheduled 
another  audit  there  until  such  time  as  they  move  those  regulations 
along. 

I  will  submit  additional  information  for  the  record. 

[The  information  follows:] 

In  1988,  we  issued  an  audit  report  which  reported  that  some  vendors  were  over- 
charging the  WIC  programs.  In  response  to  the  recommendations  in  our  report,  FNS 
proposed  a  new  comprehensive  vendor  regulation  in  December  1990  which  would 
have  addressed  our  concerns.  Over  1,000  responses  were  received.  FNS  is  in  the 
process  of  revising  the  proposed  regulation,  but  it  is  still  expected  to  be  controver- 
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sial.  Once  revised,  it  will  need  to  be  reproposed,  and  implementation  in  the  near 
future  is  unlikely.  As  a  result,  we  have  not  conducted  a  comprehensive  audit  since 
1988.  Our  limited  audit  work  in  this  area  and  FNS  management  evaluations  contin- 
ue to  identify  problems  with  vendor  management.  Also,  annual  vendor  monitoring 
reports  by  the  States  for  the  past  3  years  continue  to  show  a  rather  high  incidence 
of  overcharging. 

A  1991  nationwide  audit  of  the  appropriateness  of  State  requests  for  administra- 
tive costs,  conducted  in  8  States,  7  FNS  Regional  Offices,  and  29  local  agencies  iden- 
tified $7.3  million  in  overclaims  out  of  $66  million  reviewed  and  $231  million  ex- 
pended in  the  period  covered  by  the  audit. 

FNS  sustained  approximately  $6.5  million  in  potential  overcharges,  has  collected 
about  $3.2  million  to  date,  and  expects  to  eventually  collect  an  additional  $3.6  mil- 
lion (States  are  on  pajmaent  schedules).  FNS  is  currently  working  with  the  Depart- 
ment of  Health  and  Human  Services  to  develop  a  joint  cost  allocation  plan  for  State 
administrative  expenses. 

In  FY  1993,  we  plan  to  perform  a  follow  up  audit  of  WIC  Administrative  Costs  to 
determine  if  FNS  has  tightened  controls  to  prevent  States  from  claiming  ineligible 
administrative  costs. 

In  the  past  several  years,  our  investigative  work  in  the  WIC  program  has  been 
limited.  In  FY  1992,  as  a  result  of  investigations  of  the  WIC  programs,  OIG  issued 
one  investigation  report  and  obtained  one  indictment  and  conviction.  Currently,  we 
are  conducting  two  investigations  involving  violations  of  the  WIC  program. 

VERMONT  AND  VIRGINIA  WIC  PROGRAMS 

Mr.  DuRBiN.  What  are  the  results  of  the  audits  you  did  to  evalu- 
ate overall  State  operations  in  the  Vermont  and  Virginia  WIC  pro- 
grams? 

Mr.  GiLLUM.  Our  audit  in  Vermont  disclosed  that  administration 
of  the  home  delivery  system  needed  improvement.  We  found  that 
the  State  agency  did  not  implement  a  system  to  identify  and  inves- 
tigate high  risk  vendors.  The  State  agency  paid  vendors  without 
signed  delivery  receipts  by  participants  as  required. 

For  exEmiple,  at  one  vendor,  we  found  that  the  prices  for  WIC 
food  items  entered  on  the  monthly  invoices  submitted  by  the 
vendor  to  the  State  did  not  agree  with  the  actual  prices  charged  by 
the  vendor.  In  some  cases,  the  vendor  did  not  have  all  the  whole- 
salers' invoices  to  support  the  WIC  food  items  purchased  from  the 
wholesaler. 

In  Virginia,  we  found  that  the  State  agency  did  not  complete 
annual  reviews  on  all  its  local  agencies  and  the  onsite  reviews  of  a 
minimum  20  percent  of  the  clinics  in  each  local  agency.  When  op- 
erating deficiencies  were  identified  in  the  local  agencies,  the  State 
agency  did  not  always  notify  the  local  agencies  of  the  findings  so 
that  corrective  action  could  be  implemented. 

We  also  found  problems  with  the  State  agency's  monitoring  of 
vendors.  The  State  did  not  effectively  identify  and  timely  disqualify 
vendors  who  were  committing  serious  program  violations.  In  addi- 
tion, 162  vendors  who  had  not  signed  a  current  vendor  contract  as 
required  had  not  been  terminated. 

CHIEF  FINANCIAL  OFFICERS  ACT 

Mr.  DuRBiN.  We  will  follow  through  with  that. 

The  Chief  Financial  Officers  Act  has  been  become  a  major  respon- 
sibility of  your  Agency.  I  read  several  comments  that  you've  made 
about  it,  and  they  appear  to  be  generally  positive.  For  instance,  your 
suggestion  at  one  point  is  that  in  the  long  term  we  are  going  to  be 
glad  we  did  all  this,  but  it  really  is  taking  a  major  part  of  your 
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resources.  At  times,  20  percent  of  your  resources,  according  to  one 
estimate,  support  this  Act,  all  at  the  expense  of  other  investigations. 

I  might  say  to  my  collesigues  on  the  subcommittee,  it  is  not  un- 
usual that  we  would  come  up  with  a  new  statutory  responsibility  to 
throw  their  way,  as  meritorious  as  it  might  be,  and  not  give  them 
resources  to  deal  with  it.  So  I  am  sure  it  takes  time  away  from 
your  ongoing  work. 

Is  my  statement  here  fairly  accurate  from  your  point  of  view? 

Mr.  GiLLUM.  Absolutely. 

Mr.  DuRBiN.  Under  the  Act,  USDA  was  designated  as  one  of  five 
pilot  Federal  agencies  to  implement  it.  Audits  of  financial  state- 
ments are  to  be  performed  for  fiscal  years  1990,  1991,  and  1992.  You 
have  completed  audits  for  two  of  the  years  with  the  third  to  be 
finished  by  June  30,  1993.  Tell  us  your  assessment  of  this  Act — is  it 
functioning  as  expected;  what  changes,  if  any,  would  you  recom- 
mend: and  is  it  cost  beneficial?  ______^__ ^ 

"ISTr.  aiLLUM.  We  believe  the  Chief  Financial  Officers  (CFD)  Act 
has  been  successful,  but  the  most  meaningful  benefits  to  be  derived 
from  the  Act  will  not  be  achieved  for  several  years.  Since  its  pas- 
sage, and  Act  has  resulted  in  managers  becoming  more  aware  of 
the  benefits  and  importance  of  having  accurate  and  current  finan- 
cial information.  What  the  Act  will  do  is  provide  managers  with 
better  cost  data  for  Government  program. 

Financial  statement  audits,  required  under  the  Act,  identified 
major  weaknesses  in  financial  systems  and  internal  controls  and  in 
the  accuracy  of  financial  data.  Because  of  these  audits,  managers 
now  have  a  better  understanding  of  problems  in  the  financial  area 
and  what  actions  will  be  necessary  to  correct  these  problems.  We 
estimate,  however,  that  it  will  take  2  to  5  years  to  correct  the 
many  problems  identified.  Once  these  improvements  are  made,  ac- 
curate and  current  financial  systems  and  data  will  enable  manag- 
ers to  determine  the  costs  and  benefits  of  Government  programs, 
have  detailed  information  on  spending,  and  have  historical  infor- 
mation on  which  to  evaluate  past  actions  and  predict  future  pro- 
gram costs  and  benefits.  The  availability  of  this  financial  informa- 
tion will  give  managers  information  upon  which  to  make  difficult 
decisions  and  will  make  managers  accountable  for  their  actions. 
Also,  since  accurate  financial  information  requires  a  good  internal 
control  structure,  these  same  controls  will  assist  managers  in  iden- 
tifying and  correcting  problems  before  they  become  systemic. 

Regarding  changes  to  the  CFO  Act,  we  have  no  recommendations 
at  the  present  time.  Regarding  benefits,  the  full  benefits  are  yet  to 
be  realized.  But  as  noted  above,  we  already  see  a  major  commit- 
ment from  management  to  correct  longstanding  accounting  system 
deficiencies.  This  has  already  resulted  in  improved  controls  over 
the  financial  accounts  and  will  provide  better  financial  data  with 
which  more  informed  program  operating  decisions  can  be  made. 

FINANCIAL  STATEMENTS — AUDIT  RESOURCES 

Mr.  DuRBiN.  In  your  semiannual  report  to  Congress  you  state 
that  about  20  percent  of  your  audit  resources  were  used  on  finan- 
cial statement  audits  in  fiscal  year  1992.  You  also  state  that,  as  a 
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result,  performance  audits  that  have  traditionally  identified  fraud 
and  mismanagement  in  USDA  programs  have  been  canceled  or  de- 
ferred. What  has  been  the  cost  to  the  Federal  Government  in  di- 
verting these  resources? 

Mr.  GiLLUM.  While  it  is  true  that  the  financial  statement  audits 
have  resulted  in  cancellation  and  deferral  of  certain  performance 
audits,  OIG  is  still  performing  audits  in  the  high  risk  programs 
which  are  most  susceptible  to  fraud  and  mismanagement.  It  is  im- 
possible to  estimate  the  dollar  amount  of  savings  which  would  have 
resulted  from  the  deferred  and  canceled  audits  without  actually 
performing  the  audit.  In  addition,  we  have  used  financial  state- 
ment auditors  to  perform  additional  performance  related  audit 
work  while  in  various  field  offices  during  the  conduct  of  financial 
statement  audits. 


In  our  audit  planning  process,  we  assess  the  controls  in  place  and 
the  vulnerabilities  for  each  program  in  the  Department.  While  the 
CFO  Act  required  us  to  divert  staff  from  program  type  audits,  we 
believe  we  are  devoting  our  resources  to  the  most  at-risk  programs. 
We  are  also  confident  that  improved  financial  accounting  systems 
at  USDA  will  result  in  better  program  operations  overall. 

COST  TO  PERFORM  FINANCIAL  STATEMENT  AUDITS 

Mr.  DuRBiN.  In  last  year's  hearing  record  you  estimated  that  it 
would  cost  $1.9  million  to  audit  the  Food  and  Nutrition  Service, 
$1.3  million  for  Farmers  Home  Administration,  $2.3  million  for  the 
Forest  Service,  and  $250,000  for  the  consolidated  financial  state- 
ment, which  includes  all  USDA  agencies.  Why  is  there  such  a  cost 
difference  between  single  agency  statements  and  the  consolidated 
statement?  How  do  your  original  estimates  compare  with  actual  ex- 
penditure? 

Mr.  GiLLUM.  The  audit  of  the  consolidated  USDA  financial  state- 
ments concentrates  on  the  process  used  by  USDA  to  consolidate  the 
financial  statements  of  FmHA,  CCC,  REA,  FNS,  FS,  FCIC  (six  larg- 
est agencies)  and  the  remaining  smaller  USDA  agencies.  We  rely 
on  the  individual  audits  of  the  six  largest  agencies  which  include 
extensive  field  testing  and  verification,  and  we  do  not  reaudit  the 
statements.  In  other  words,  at  the  time  of  the  audit  of  USDA  con- 
solidated financial  statements,  the  fieldwork  has  been  completed  on 
the  individual  agency  audits,  and  this  supports  the  review  of  the 
consolidated  financial  statements.  I  will  provide  additional  infor- 
mation for  the  record. 

[The  information  follows:] 

COMPARISON  OF  ACTUAL  TO  ESTIMATED  COSTS  TO  PERFORM  FINANCIAL  STATEMENT  AUDITS 

Agency  Estimate  Actual 

FNS $1.9  million  $1.7  million 

FmHA 1.3  million  1.6  million 

FS 2.3  million  2.1  million 

Consolidated  USDA 250  thousand  .7  million 

'Ttie  increase  of  actual  costs  over  the  estimated  cost  is  attributable  to  \\\e  additional  audit  work  needed  because  of  the  poor  condition  of  USDA 
accounting  systems  and  records. 

Mr.  DuRBiN.  Do  you  contract  out  any  portion  of  these  audits?  If 
so,  how  much? 


67-445    O— 93- 
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Mr.  GiLLUM.  The  FCIC  and  REA  audits  were  contracted  out  at  a 
cost  of  $225,000  and  $150,000,  respectively.  The  audits  of  FmHA, 
CCC,  FS,  FNS,  and  consolidated  USDA  were  performed  by  OIG. 

REIMBURSABLE  AGREEMENTS 

Mr.  DuRBiN.  Provide  a  breakout  of  the  total  amount  spent,  in 
both  dollars  and  staff,  on  the  audits  by  agency  and  fiscal  year. 
Also,  for  REA,  FCIC,  and  CCC  provide  the  amount  you  were  reim- 
bursed each  fiscal  year  1990  and  1991. 

Mr.  GiLLUM.  I  will  provide  the  information  for  the  record. 

[The  information  follows:] 

AUDITS  OF  FISCAL  YEAR  1990  FINANCIAL  STATEMENTS 


Agency  Staff  RE's  Total  Cost 


Reimbursement 
Amount 


FmHA   15            $1,040,000 

CCC 14  941,000               $675,000 

REA .25  »  17,000                         0 

FCIC .25  •  17,000                         0 

'  REA  and  FCIC  used  ttie  GAO  contract  with  CPA  firms  to  procure  audit  services  and  paid  GAO  directly.  OIG  was  the  contracting  officer's 
technical  representative,  and  only  those  costs  are  reflected  in  this  chart. 

OIG  did  not  perform  audits  of  the  FNS,  FS,  or  consolidated  FY  1990  financial 
statements. 

AUDITS  OF  FISCAL  YEAR  1991  FINANCIAL  STATEMENTS 


Agency  Staff  FTE's  Total  Cost 


Reimbursement 
Amount 


FmHA 21             $1,558,000 

CCC 16  1,183,000             '$723,000 

FNS 23               1,663,000  

FS 29               2,141,000 

REA .5  227,000               •  210,340 

FCIC .5  277,000               '  224,000 

Consolidated 9                668,000 

'  Prior  to  the  CFG  Act.  these  agencies  reimbursed  GAO  for  the  cost  of  the  audits.  When  the  CFG  Act  was  passed,  the  Department  and  GMB 
elected  to  continue  this  funding  arrangement  with  the  transfer  to  GIG  rather  than  GAO  since  GIG  was  now  responsible  for  the  audits. 

Costs  for  audits  of  FY  1992  financial  statements  are  not  available  at  this  time. 
QUAUFIED  AUDIT  OPINION  VERSUS  ADVERSE  AUDIT  OPINION 

Mr.  DuRBiN.  When  issuing  financial  statement  opinions,  what  is 
the  difference  between  a  qualified  opinion  and  an  adverse  opinion? 

Mr.  GiLLUM.  A  qualified  opinion  states  that,  except  for  the  effects 
of  the  matter  to  which  the  qualification  relates,  the  financial  state- 
ments present  fairly,  in  all  material  respects,  financial  position,  re- 
sults of  operations,  and  cash  flows  in  conformity  with  generally  ac- 
cepted accounting  principles.  Qualifications  can  result  from  lack  of 
sufficient  competent  evidence,  restrictions  on  the  scope  of  the 
audit,  or  departures  from  generally  accepted  accounting  principles. 
An  adverse  opinion  states  that  the  financial  statements  do  not 
present  fairly  the  financial  position  or  results  of  operations  or  cash 
flows  in  conformity  with  generally  accepted  accounting  principles. 
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In  other  words,  they  cannot  be  relied  upon  to  reflect  the  true  finan- 
cial status  of  the  operations. 

COMPUTER  CAPABILITY 

Mr.  DuRBiN.  This  question  may  be  too  complicated  for  you  to  ad- 
dress here.  One  of  the  common  complaints  I  hear  is  that  the  Feder- 
al Government  does  not  have  sophisticated  computer  capability. 
Despite  all  of  our  best  efforts,  we  tend  to  be  behind  the  curve.  As  a 
consequence,  we  are  not  able  to  do  things  as  efficiently  as  we  ought 
to  be  able  to,  especially  in  terms  of  assessing  eligibility  and  compli- 
ance status. 

Do  you  have  any  opinion  or  view  on  this  subject,  as  to  whether 
or  not  we  are  up  to  speed  in  terms  of  computer  capability  and 
whether  your  job  might  be  lessened  or  made  a  great  deal  easier  if 
we  were? 

Mr.  GiLLUM.  Yes,  you  are  right,  that  the  Federal  Government 
and  this  Department  probably  doesn't  have  the  systems  up  to  speed 
as  well  as  it  should.  That  is  an  area  in  which  we  have  done  work 
over  the  years.  It  is  an  area  in  which  we  will  probably  continue  to 
work.  Yes,  if  those  systems  were  in  place  and  operating,  they  would 
institute  controls  which  would  not  only  make  our  job  better  but 
simply  make  the  programs  run  better. 

Overall,  the  project  is  proceeding  as  planned.  In  FY  1991,  the 
Office  of  Inspector  General  began  a  project  to  upgrade  its  computer 
systems.  The  first  phase  of  the  project  was  to  upgrade  the  headquar- 
ters computer  system  from  six  separate  AT&T  3B2-400  minicom- 
puters to  an  integrated  LAN  system  using  two  Hewlett  Packard  (HP) 
9000-827S  RISC  based  computers.  This  phase  of  the  project  was 
completed  in  July  1992.  In  addition,  we  started  the  process  of 
replacing  the  obsolete  and/or  broken  AT&T  6300  personal  computers 
(PC).  To  date,  we  have  purchased  about  50  percent  of  the  replace- 
ment PC's  in  headquarters. 

In  FY  1992,  OIG  began  the  second  phase  of  our  computer  re- 
placement project  to  support  our  audit  and  investigative  mission. 
This  effort  was  to  upgrade  the  regional  computer  systems  and  is 
approximately  60  percent  complete.  We  have  purchased  the  new 
NOVELL  LAN  systems  for  all  regional  offices,  and  they  are  cur- 
rently being  installed.  We  have  also  purchased  about  20  percent  of 
the  AT&T  6300  replacement  PC's  in  the  field. 

CONVICTION  RATE 

Mr.  DuRBiN.  Your  conviction  rate  for  fiscal  year  1991  was  ap- 
proximately 91  percent.  What  is  it  for  fiscal  year  1992? 

Mr.  GiLLUM.  For  those  1,360  cases  in  which  final  legal  and  ad- 
ministrative action  occurred  in  fiscal  year  1992,  we  obtained  732  in- 
dictments and  674  convictions.  Our  conviction  rate  was  approxi- 
mately 92  percent. 

INDICTMENTS,  CONVICTIONS  AND  SUITS 

Mr.  DuRBiN.  Of  the  indictments,  convictions,  and  suits  for  fiscal 
year  1992,  provide  a  table  of  the  number  filed  by  each  agency  of 
the  Department. 

Mr.  GiLLUM.  I  will  provide  the  information  for  the  record. 
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[The  information  follows:] 


Agency 


Convictions 


Indictments 


Suits 


AMS 

ASCS 

FmHA 

FCIC 

FAS 

FS 

SCS 

FSIS 

FNS 

APHIS 

Total 


3 

3 

0 

56 

59 

1 

67 

58 

26 

16 

25 

1 

5 

6 

0 

5 

6 

0 

4 

3 

0 

16 

24 

0 

611 

852 

13 

2 

4 

0 

785 


1,040 


41 


WORK  ACTIVITY 

Mr.  DuRBiN.  Please  update  the  table  that  appears  on  page  252  of 
last  year's  hearing  record,  showing  the  number  of  audit  reports,  in- 
vestigative reports,  indictments,  convictions,  and  suits  filed,  to  in- 
clude fiscal  year  1992. 

Mr.  GiLLUM.  I  will  provide  the  information  for  the  record. 

[The  information  follows:] 


Fiscal  year- 


1988 

1989 

1990 

1991 

1992 

619 

559 

347 

405 

412 

1,451 

1,398 

1,461 

1,391 

1,484 

716 

713 

839 

781 

1,040 

646 

573 

671 

808 

785 

23 

48 

25 

59 

41 

Audit  reports 

Investigative  reports.. 

Indictments 

Convictions 

Suits 


RECOVERY  OF  FUNDS 

Mr.  DuRBiN.  In  fiscal  year  1991  you  identified  $35  million  in 
overpayments  for  which  management  agreed  to  seek  recovery.  In 
fiscal  year  1992  this  amount  is  $135  million.  How  much  has  actual- 
ly been  recovered  for  each  fiscal  year  and  at  what  cost? 

Mr.  GiLLUM.  During  FY's  1991  and  1992,  the  Department  report- 
ed over  $30  million  in  collections  and  offsets  in  the  Secretary's 
Management  Reports  to  Congress.  The  majority  of  these  amounts 
represents  actions  taken  on  audits  where  management  decisions 
were  reached  prior  to  FY  1991.  For  those  audits  where  manage- 
ment decisions  were  reached  in  FY's  1991  and  1992,  agencies  have 
recovered  through  collections  and  other  offsets  over  $5.4  million  to 
date.  We  have  been  advised  by  Department  officials  that  there  are 
no  estimates  of  costs  incurred  to  recover  amounts  questioned  in 
audits. 

CPA  CONTRACT  EXPENSES 

Mr.  DuRBiN.  Please  update  the  table  that  appears  on  page  246  of 
last  year's  hearing  record  showing  the  amount  of  funds  expended 
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for  outside  public  accountants  hired  under  contract  to  include 
fiscal  year  1992  actuals  and  fiscal  year  1993  estimates.  Also,  pro- 
vide an  explanation  for  the  increases  which  occurred  over  the 
years. 

Mr.  GiLLUM.  I  will  provide  the  information  for  the  record. 

[The  information  follows:] 

Fiscal  year:  Expended 

1989 102,000 

1990  > 773,525 

1991  '  2 1,936,715 

1992est.>  2 1,660,000 

1993est.i  2 1,706,000 

'  Includes  FNS  Child  and  Adult  Care  Food  Program  contract  audits. 
2  Also  includes  CFO  contract  audits. 

SINGLE  AUDIT  ACT 

Mr.  DuRBiN.  Describe  what  the  Single  Audit  Act  is  and  tell  us 
how  it  affects  your  workload? 

Mr.  GiLLUM.  Under  the  single  audit  concept,  audits  are  made  on 
an  organizationwide  basis  as  opposed  to  a  grant-by-grant  basis.  It 
was  generally  recognized  that  the  grant-by-grant  approach  resulted 
in  considerable  duplication  and  overlapping  of  effort  in  the  audit  of 
Federally  assisted  programs.  Under  the  Single  Audit  Act  of  1984, 
State  and  local  governments  that  receive  more  than  $100,000  per 
year  in  Federal  assistance  are  required  to  have  an  annual  audit 
meeting  the  requirements  of  the  Act  unless  a  biennial  audit  is  re- 
quired under  State  or  local  law.  Governments  that  received  be- 
tween $25,000  and  $100,000  per  year  were  given  the  option  of 
having  a  single  audit  or  meeting  the  audit  requirements  of  the  in- 
dividual programs.  The  Act  provided  for  a  Federal  agency  to  be  as- 
signed cognizant  agency  responsibility  for  implementing  the  Act. 

Under  0MB  assigned  audit  cognizance,  OIG  in  FY  1992  provided 
oversight  for  the  statewide  audits  of  Minnesota  and  Pennsylvania 
and  for  14  State  Departments  of  Agriculture  or  Forestry  and  the 
City  of  San  Jose.  In  carrying  out  its  assigned  responsibilities,  OIG 
reviews  the  work  performed  by  non-Federal  auditors  to  determine 
that  it  meets  the  requirements  of  the  Act  and  0MB  implementing 
Circular  A-128.  In  addition,  OIG  participated  in  the  quality  control 
reviews  led  by  other  assigned  cognizant  Federal  audit  organizations 
of  State  agencies  administering  major  USDA  programs.  We  allocat- 
ed 835  staff  days  to  the  audit  effort  for  this  activity. 

During  FY  1992,  we  issued  13  audit  reports  covering  areas  over 
which  we  have  cognizance.  Of  these  reports,  four  contained  recom- 
mendations with  questioned  costs  of  about  $37,000  in  USDA  assist- 
ance. Single  audits,  however,  generally  emphasize  an  evaluation  of 
internal  controls,  and  compliance  testing  are  rather  limited.  In  ad- 
dition, we  received  and  distributed  129  reports  furnished  to  us  by 
other  Federal  cognizant  organizations.  Of  these,  26  contained  rec- 
ommendations with  associated  monetary  value  of  about  $2.1  mil- 
lion. 

AUDIT  SERVICES DCAA 

Mr.  DuRBiN.  Charges  for  audit  services  conducted  by  the  Defense 
Contract  Audit  Agency  (DCAA)  increased  27  percent  in  fiscal  year 


164 

1990  and  are  expected  to  increase  further  this  fiscal  year.  Has  this 
increase  occurred,  and  if  so,  by  how  much  and  why? 

Mr.  GiLLUM.  DCAA  increased  its  hourly  billing  rate  from  $37.46 
in  FY  1989  to  $47.49  m  FY  1990,  an  increase  of  27  percent.  DCAA's 
hourly  hilling  rates  for  FY's  1991,  1992,  and  1993  were  $48.62, 
$52.43,  and  $53.93,  respectively.  Our  increase  in  costs  for  contract 
audit  services  are  due  to  DCAA's  increase  in  its  billing  rates. 

Mr.  DuRBiN.  What  services  are  provided  by  this  agency? 

Mr.  GiLLUM.  DCAA  performs  contract  audit  services  on  a  reim- 
bursable basis.  As  cognizant  audit  agency,  DCAA  performs  forward 
pricing  audits,  incurred  cost  audits,  audits  of  equitable  adjustment 
claims,  preaward  and  postaward  audits,  contract  closeouts,  and 
other  special  request  audits.  U.S.  Department  of  Agriculture  proce- 
dures require  contracting  officers  to  request  contract  audit  services 
through  OIG.  OIG  coordinates  with  DCAA  and  reimburses  it  for 
audit  services  rendered, 

UNRESOLVED  AUDITS 

Mr.  DuRBiN.  For  the  record  please  provide  us  with  a  list  of  all 
unresolved  audits  completed  by  your  office. 

Mr.  GiLLUM.  The  following  audits  do  not  have  a  management  de- 
cision as  of  February  19,  1993.  We  are  currently  working  with  the 
agencies  to  reach  a  management  decision  before  the  issuance  of  our 
Semiannual  Report  to  Congress  covering  the  first  6  months  of  FY 
1993.  In  some  cases,  the  agencies  are  working  with  the  Office  of  the 
General  Counsel  to  make  a  determination  of  the  issues  in  question 
or  are  awaiting  the  results  of  final  negotiations  on  the  audits  of 
contracts.  I  will  provide  the  request  list  for  the  record. 

[The  information  follows:] 


Number  Assignment  title  Date  issued 


03600-0015-TE Action  on  Papent  Umitation  for  1989 91/09/23 

03099-0150-TE 1989  Cucumber  Disaster  Assistance  Payments  in  Texas 91/11/21 

03600-0011-TE ASCS  Implementation  of  Livestock  Feed  Programs— Texas 90/06/21 

03600-0022-TE 1989  Payment  Limitation  Cases,  Dallam  County,  Texas 91/12/26 

04099-0120-KC Rural  Rental  Housing  Program  Servicing  of  HUD  Section  8/515  Projects,  in  CO 92/02/10 

04099-0124-RC Rural  Rental  Housing  program  Servicing  of  HUD  Section  8/515  Projects  in  NE 92/06/17 

04002-0001-TE Texas  State  Office  Business  and  Industry  Loan  Program  Operations 90/03/28 

04006-0002-TE Debt  Restructuring  of  Farmer  Program  Guaranteed  Loans 90/03/28 

04099-0149-TE FmHA  B&l  Loan  to  Gulf  Coast  Wood  Products,  Cuero,  TX 89/05/10 

04099-0173-TE Accrued  Interest  on  Guaranteed  Loan  Repurchases 92/07/16 

04600-0004-FM FmHA  Controls  and  Security  Over  Remote  Transaction  Processing 92/02/06 

04099-0188-TE Subsequent  Loan  to  Debt  Writedown  Borrower  in  Dawson  County,  Texas 92/08/13 

04600-0006-TE Nonprofit  National  Corporation  Loan  and  Grant  Program 90/12/20 

04600-001 1-TE Subsequent  Loans  to  Net  Recovery  Buyout  Borrowers,  Washington,  D.C 92/03/31 

05099-0107-KC 1989  Dry  Bean  Contract  No.  RH-38-116-151329  for  Walsh  County,  North  Dakota 92/03/16 

05099-0020-AT Large  Claims  for  1989  and  1990  Crop  Years 92/03/31 

05099-0105-KC 1989  Com  and  Soybean  Contract  No.  24-884-048846,  Vernon  County,  MO,  Crop  Hail  92/03/31 

Management 

05099-0052-TE 1989-1990  Crop  Insurance  Indemnities  paid  to  King  Ranch,  Inc.,  Kleberg  County,  Texas 92/07/16 

27019-0069-CH Food  Stamp  Program— Qualrty  Control 92/09/30 

05600-0003-TE Large  Crop  Year  1988  Claims  Adjusted  by  Crop  Hail  Management 91/03/13 

05099-0055-TE 1988  and  1989  Soybean  Losses  in  Three  Arkansas  Counties 92/07/16 

08545-0056-SF Equitable  Adjusfment-Slayden  Construction,  Inc.,  Stayton,  Oregon 92/04/15 

08545-0058-SF Termination  Settlement  Proposal— Altair,  Inc.,  Swanton,  VT 92/05/08 

08601-0001-SF Spedal  Use  Permits  Large  Resorts 92/08/10 

10545-0031-HY Allegheny  Construction  Co.  Contract  Dispute 90/12/20 

10545-0033-HY Lang  Brothers-Upper  Mud  River  Contract  Claim 92/04/23 
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Number  Assignment  title  Date  issued 


50566-0016-CH Single  Audit  of  the  State  of  Minnesota 92/08/20 

50600-0003-KC Implementation  of  Conservation  Compliance  Provisions... 92/08/19 

50568-0234-CH A-128  Audit  of  ttie  State  of  Wisconsin 92/09/04 


CONSERVATION  COMPLIANCE — SCS 

Mr.  DuRBiN.  Mr.  Gillum,  in  your  statement  you  note  several 
problems  related  to  the  conservation  compliance  provisions  carried 
out  by  the  Soil  Conservation  Service.  At  one  point,  you  stated  that 
the  IG  had  estimated  10,000  tracts  of  land,  from  which  producers 
were  expected  to  earn  about  $150  million  in  program  payments, 
had  not  been  reviewed  by  SCS  to  reliably  determine  the  success  of 
the  practice  that  was  supposed  to  be  implemented.  We  are  curious 
whether  in  your  review  was  there  any  determination  made  that 
problems  the  SCS  was  experiencing  were  a  result  of  their  lack  of 
personnel  to  carry  out  the  mandate  required? 

Mr.  Gillum.  Although  we  have  recognized  in  our  reports  that 
the  Food  Security  Act  of  1985  and  the  Food,  Agriculture,  Conserva- 
tion and  Trade  Act  of  1990  resulted  in  significant  changes  in  SCS's 
responsibilities  and  workload,  we  concluded  that  the  primary 
causes  of  the  problems  noted  were  inadequate  procedures  and  inef- 
fective supervision  and  not  lack  of  staff. 

Mr.  DuRBiN.  You  go  on  to  say  that  SCS  is  developing  corrective 
actions  and  is  working  with  ASCS  to  improve  their  methods  of  han- 
dling farm  reconstitutions.  Have  you  done  any  followup  audits  to 
see  if  what  SCS  is  doing  is  enough? 

Mr.  Gillum.  In  response  to  our  audit  recommendation,  SCS  and 
ASCS  agreed  to  develop  and  implement  an  electronic  data  sharing 
effort  to  facilitate  the  exchange  of  information  to  assure  timely  re- 
visions to  the  conservation  plans  for  reconstituted  farms.  The  agen- 
cies expect  to  have  the  process  in  place  by  July  1993.  We  will  con- 
sider the  need  to  conduct  followup  work  at  that  time. 

USE  OF  firearms 

Mr.  DuRBiN.  In  carrying  out  the  duties  of  the  OIG  in  fiscal  year 
1992,  were  there  any  instances  where  firearms  were  actually  used 
by  your  personnel  or  against  your  personnel? 

Mr.  Gillum.  There  were  two  occasions  during  FY  1992  when  fire- 
arms were  used  by  or  against  OIG  special  agents.  In  the  first  inci- 
dent, during  the  evening  of  November  8,  1991,  an  OIG  agent  ^yas 
involved  in  a  shooting  while  in  an  undercover  capacity,  attempting 
to  exchange  food  stamps  for  crack  cocaine  from  a  gang  of  drug 
dealers  and  food  stamp  traffickers.  During  the  incident,  four  mem- 
bers of  the  gang  attempted  to  rob  the  agent  of  his  food  stamps. 
During  the  robbery  attempt,  our  agent  and  gang  members  ex- 
changed gun  fire.  No  one  was  shot  during  that  exchange.  The  agent 
and  the  police  backup  team  arrested  one  of  the  assailants  at  the 
site.  The  three  other  gang  members  were  apprehended  later.  The 
gang  leader  was  sentenced  to  14  years  in  prison  for  assault  on  a 
Federal  Officer,  two  gang  members  were  each  sentenced  to  3  years 
in  prison,  and  the  remaining  member  is  awaiting  sentencing. 
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In  the  second  incident,  during  the  evening  of  August  13,  1992,  an 
OIG  special  agent  was  shot  in  the  back  while  conducting  a  surveil- 
lance of  food  st£imp  trafficking  activity  in  Charlotte,  North  Caroli- 
na. The  incident  occurred  during  a  shooting,  apparently  involving 
drugs,  when  one  person  shot  an  unarmed  victim.  During  that 
shooting,  a  stray  bullet  struck  the  OIG  agent  who  was  in  a  nearby 
vehicle  with  a  local  police  officer  conducting  an  unrelated  surveil- 
lance. Our  agent  was  given  immediate  medical  treatment  and  was 
able  to  return  to  duty  in  January  of  this  year.  No  OIG  firearms 
were  drawn  or  fired  during  this  incident.  The  FBI  and  local  police 
have  identified  a  suspect  in  the  shooting,  but  an  arrest  has  not  yet 
been  made. 

Mr.  DuRBiN.  For  the  record,  please  provide  the  Committee  with  a 
list  of  the  type  and  number  of  all  firearms  owned  and  operated. 

Mr.  GiLLUM.  I  will  provide  that  information  for  the  record. 

[The  information  follows:] 

Type  of  firearm:  Number 

9mm  semiautomatic  pistols 367 

38  caliber  revolvers 52 

357  caliber  revolvers 11 

380  caliber  semiautomatic  pistols 2 

12  gauge  shotguns 48 

9mm  automatic  weapons 2 

RESOURCES  BY  AGENCY 

Mr.  DuRBW.  Please  provide  us  with  a  table  showing  the  break- 
down of  the  OIG's  resources  and  the  percent  of  each  that  went  to- 
wards investigations  of  each  agency  under  USDA  for  fiscal  year 
1992. 

Mr.  GiLLUM.  I  will  provide  the  information  for  the  record. 

[The  information  follows:] 

[Fiscal  year  1992:  Dollars  In  thousands] 

Total  OIG  Investigations 

Percent  of  Percent  of 

Dollars      Staffyears      Dollars  OIG        Staffyears        OIG 

dollars  Staffyears 


AMS 

APHIS 

ASCS 

FAS/OICD 

FCIC 

FmHA 

FNS 

FGIS/PSA/OT 

FS 

FSIS 

REA 

SCS 

Science  and  ED 

Multi-Agencies 

Other 

Economics 

Dept.  Admin 1,024 

Total 


$1,257 

18 

$582 

46 

7 

39 

1,038 

15 

459 

44 

6 

40 

10,284 

145 

4,625 

45 

56 

39 

1,336 

17 

950 

71 

11 

65 

■  1,246 

17 

796 

64 

10 

59 

15,389 

217 

6,739 

44 

81 

37 

18,178 

237 

13,355 

73 

161 

68 

92 

1 

92 

100 

1 

100 

5,421 

82 

919 

17 

11 

13 

1,463 

19 

980 

67 

12 

63 

466 

6 

337 

72 

4 

66 

506 

8 

184 

36 

3 

38 

510 

8 

92 

18 

1 

13 

4,177 

66 

61 

1 

1 

2 

399 

5 

367 

92 

4 

8 

0 

0 

0 

0 

0 

0 

1,024 

15 

92 

9 

1 

7 

62,786 

876 

30,630 

48 

370 

42 

Mr.  DuRBiN.  Provide  this  same  information  for  audits. 


Percent  of 

Percent  of 

Dollars 

Staffyears 

Dollars 

GIG 
dollars 

Staffyears 

GIG 
Staffyears 

.     $1,257 

18 

$675 

54 

11 

61 

1,038 

15 

579 

56 

9 

60 

.     10,284 

145 

5,659 

55 

89 

61 

1,336 

17 

386 

29 

6 

35 

1,246 

17 

450 

36 

7 

41 

.     15,389 

217 

8,650 

56 

136 

63 

.     18,178 

237 

4,823 

27 

76 

32 

92 

0 

0 

0 

0 

5,421 

82 

4,502 

83 

71 

87 

1,463 

19 

483 

33 

37 

466 

6 

129 

28 

34 

506 

8 

322 

64 

62 

510 

8 

418 

82 

87 

4,177 

66 

4,116 

99 

65 

98 

399 

5 

32 

8 

20 

0 

0 

0 

0 

0 

0 

1,024 

15 

932 

91 

'     14 

93 

.     62,786 

876 

32,156 

52 

506 

58 
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Mr.  GiLLUM.  I  will  provide  the  information  for  the  record. 
[The  information  follows:] 

[Fiscal  year  1992:  Dollars  in  tfiousands] 

Total  GIG  Audits 


AMS 

APHIS 

ASCS 

FAS/OICD 

FCIC 

FmHA 

FNS 

FGIS/PSA/OT 

FS 

FSIS 

REA 

SCS 

Science  and  ED., 
Multi-Agencies..., 

Other 

Economics 

Dept.  Admin 

Total 


NEW  WORKLOAD  REQUIREMENTS 

Mr.  DuRBiN.  For  the  record  please  provide  a  list  of  all  congres- 
sionally  mandated  requirements  that  have  been  placed  on  you  for 
the  past  five  fiscal  years,  as  well  as  the  cost  to  comply  with  them. 

Mr.  GiLLUM.  I  will  provide  the  information  for  the  record. 

[The  information  follows:] 

Audit  title  Requirement  Cost 

USDA  Use  of  Contracted  Advisory  and  Assistance  Serv-    PL  97-258  passed  Sept.  1992,  Title  31,  Section  114(b)..      $87,000 

ices. 
USDA  Compliance  Restrictions  on  Federal  Funds  for    PL  101-121  passed  Oct.  1989,  Section  319 107,000 

Lobbying. 
CFO/Financial  Statement  Audits PL  101-576  passed  Nov.  1990 8,100,000 


CONFIDENTIAL  EXPENSES 

Mr.  DuRBiN.  The  appropriations  language  allows  for  up  to 
$95,000  to  be  spent  for  certain  confidential  operational  expenses.  In 
fiscal  year  1992  how  much  was  actually  used  under  this  authority? 

Mr.  GiLLUM.  OIG  actually  expended  $89,500  of  the  $95,000  al- 
lowed. Unexpended  funds  were  returned  to  the  Treasury  Depart- 
ment after  the  end  of  this  fiscal  year. 

Mr.  DuRBiN.  Mr.  Myers. 
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FRAUD  IN  THE  FOOD  STAMP  PROGRAM 

Mr.  Myers.  The  Office  of  Inspector  General  has  jurisdiction  over 
fraud  in  the  Food  Stamp  program.  How  does  your  authority  to 
detect  and  prevent  fraud  in  this  program  overlap  with  that  of 
USDA's  Office  of  Food  and  Nutrition  Service?  Are  efforts  made 
within  the  agencies  to  ensure  that  duplicative  efforts  in  detecting 
and  preventing  fraud  and  abuse? 

Mr.  GiLLUM.  OIG  and  FNS  work  cooperatively  in  efforts  to 
reduce  opportunities  for  fraud  and  abuse  in  the  Food  Stamp  Pro- 
gram and  to  detect  and  investigate  fraudulent  activities.  While 
OIG  is  responsible  for  conducting  criminal  investigations  of  food 
stamp  fraud,  FNS  is  responsible  for  authorizing  and  monitoring  re- 
tailers participating  in  the  program.  As  part  of  its  monitoring  proc- 
ess, the  FNS  Compliance  Branch  conducts  compliance  reviews  of 
retailers  to  determine  if  they  are  adhering  to  program  regulations. 
FNS  compliance  investigators  concentrate  on  identifying  those  re- 
tailers who  accept  food  stamps  for  ineligible  items  or  for  cash.  The 
results  of  those  reviews  are  used  by  FNS  to  disqualify  violating  re- 
tailers from  the  Food  Stamp  Program.  When  a  compliance  review 
determines  that  a  retailer  is  exchanging  cash  for  food  stamps,  the 
matter  is  referred  to  OIG  for  criminal  investigation.  To  avoid  any 
duplicative  efforts  in  detecting  and  preventing  food  stamp  fraud  by 
retailers,  OIG  and  FNS  coordinate  investigative  and  compliance  ef- 
forts at  national  and  local  levels  on  a  daily  basis. 

Mr.  Myers.  How  much  was  spent  by  the  Office  of  Inspector  Gen- 
eral to  obtain  the  $4  million  in  fines,  restitutions,  recoveries,  and 
other  monetary  penalties  in  Food  Stamp  Program  abuses  that  is 
mentioned  in  your  testimony?  Is  it  costing  more  to  litigate  these 
cases  than  the  Federal  Government  is  getting  back? 

Mr.  GiLLUM.  During  FY  1992,  OIG  expended  about  $12.8  million 
conducting  audits  and  investigations  of  food  stamp  fraud.  During 
this  same  period,  we  obtained  827  indictments  and  598  convictions 
of  persons  or  businesses  who  defrauded  the  program.  Our  work  has 
identified,  exposed,  and  stopped  millions  of  dollars  worth  of  on- 
going illegal  activity.  For  example,  in  an  investigation  last  year,  we 
identified  one  retailer  who  was  fraudulently  redeeming  over  $20 
million  worth  of  food  stamps  in  1  year  alone.  In  regard  to  the  $4 
million  in  fines  and  other  monetary  penalties  obtained  during  FY 

1992,  monetary  results  from  investigations  frequently  occur  several 
years  after  the  cases  have  been  completed.  Therefore,  the  penalties 
obtained  by  OIG  in  FY  1992  are  not  necessarily  related  to  investi- 
gations conducted  during  that  year.  For  the  first  4  months  of  FY 

1993,  fines,  restitutions,  recoveries,  and  other  monetary  results 
from  our  food  stamp  investigations  have  already  exceeded  $6  mil- 
lion. These  results  were  obtained  from  investigations  conducted  in 
FY  1992  and  earlier. 

Mr.  Myers.  Do  you  find  that  the  current  methods  of  targeting 
and  preventing  Food  Stamp  abuse  are  working?  In  spite  of  the  fact 
that  the  number  of  recipients  has  increased,  is  the  percentage  of 
abuse  lessening? 

Mr.  GiLLUM.  The  food  stamp  overpayment  error  rate  has  de- 
creased from  9.9  percent  in  FY  1981  to  6.96  percent  in  1991.  Al- 
though the  dollar  overpayments  from  the  1991  error  rate  are  great- 
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er  than  the  dollar  overpayments  from  the  1981  error  rate  because 
of  the  rising  participation  rate,  one  could  conclude  that  the  level  of 
recipient  abuse  has  been  decreasing.  However,  in  other  areas,  such 
as  trafficking,  abuse  has  not  appeared  to  decrease. 

We  believe  current  methods  of  targeting  and  preventing  food 
stamp  fraud  and  abuse  are  working  in  that  they  are  attacking  the 
most  serious  part  of  the  problem.  The  abuse  is  too  extensive  to 
eradicate  completely,  but  we  believe  the  strategy  employed  by  OIG 
gives  the  best  possible  return  for  the  resources  expended.  OIG  and 
FNS  are  responsible  for  detecting  and  investigating  fraud  commit- 
ted by  retailers  since  the  retailer  is  the  key  to  the  eventual  re- 
demption of  illegally  obtained  food  stamps.  The  States  are  responsi- 
ble for  detecting  and  investigating  fraud  by  food  stamp  recipients. 
The  States  also  share  with  us  responsibility  for  investigating  food 
stamp  trafficking. 

AUDITS  OF  FMHA 

Mr.  Myers.  What  percentage  of  your  workload  is  dedicated  to 
providing  legal  assistance  to  the  Farmers  Home  Administration? 
Do  you  anticipate  an  increase  in  FmHA  related  cases?  What  are 
the  reasons  for  this  expected  increase? 

Mr.  GiLLUM.  In  FY  1992,  19  percent  of  audit  resources  and  22 
percent  of  our  investigative  resources  were  devoted  to  FmHA.  In 
FY  1993,  16  percent  of  audit  resources  and  25  percent  of  our  inves- 
tigative resources  have  been  planned  for  FmHA.  FmHA  programs 
have  always  been  given  high  priority  by  OIG  but  due  to  other  com- 
peting priorities,  we  do  not  anticipate  an  increase  in  FmHA  audits 
at  this  time.  We  would  note  that  legal  assistance  is  provided  by  the 
Office  of  the  General  Counsel. 

Mr.  Myers.  Several  members  of  this  subcommittee  are  support- 
ive of  efforts  to  move  away  from  direct  loans  and  into  guaranteed 
loans  in  the  Farmers  Home  Administration  program.  Does  your 
office  look  into  which  of  these  two  options  would  provide  the  most 
efficient  and  less  fraudulent  means  of  loan  servicing? 

Mr.  GiLLUM.  We  have  performed  several  audits  of  both  direct 
and  guaranteed  loan-making  and  loan-servicing,  but  have  not  spe- 
cifically performed  a  comparative  analysis  of  the  two  options  to  de- 
termine which  is  more  efficient  or  less  vulnerable  to  fraud.  We 
have  additional  work  planned  in  these  areas,  and  we  will  study  the 
feasibility  of  performing  this  type  of  analysis. 

HAZARDOUS  WASTE  MANAGEMENT 

Mr.  Myers.  How  have  changes  in  environmental  law,  whether 
State  or  Federal  mandates,  in  the  past  year  affected  your  office  in 
dealing  with  related  cases?  Are  these  cases  ever  resolved  or  do  the 
complexities  force  the  cases  to  move  into  the  next  budget  cycle? 

Mr.  GiLLUM.  The  Federal  Facilities  Compliance  Act  of  1992  com- 
bined with  OIG's  facilities  compliance  audit  effort  this  past  year 
have  advanced  the  Department's  commitment  to  State  and  Federal 
guidelines  for  hazardous  waste  management  and  disposal.  For  ex- 
ample, ARS  has  allocated  14  additional  technical  personnel  to  its 
environmental  and  safety  programs  following  our  audit  of  hazard- 
ous waste  management  at  USDA  laboratories.  Also,  FmHA  imple- 
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merited  environmental  assessment  guidelines  to  its  appraisal  proce- 
dures during  our  examination  of  the  environmental  compliance  li- 
abilities of  property  acquired  by  the  Department  through  forfeiture 
and  foreclosure. 

Our  audits  have  shown  difficulties  in  implementing  corrective 
and  remedial  compliance  actions.  We  have  recommended  improve- 
ments in  forward  planning,  technical  resources  availability,  and 
oversight  to  ensure  that  all  noncompl5dng  sites  are  identified,  re- 
ported, and  acted  upon.  We  have  determined  that  once  these  sites 
are  inventoried,  the  Federal  and  State  guidelines  for  compliance 
are  generally  being  achieved. 

We  have  observed  from  our  work  to  date  that  some  funds  are 
being  carried  over  in  some  cases,  but  there  have  not  been  indica- 
tions thus  far  that  this  appears  to  be  a  problem. 

ALLOCATION  OF  OIG  RESOURCES 

Mr.  Myers.  Of  all  the  agencies  under  USDA,  which  one  takes 
most  of  your  office's  resources  and  time? 

Mr.  GiLLUM.  We  spend  most  of  our  resources  on  the  Food  and 
Nutrition  Service's  programs  which  includes  the  Food  Stamp  pro- 
gram. 

Mr.  DuRBiN.  Mr.  Livingston,  a  member  of  the  Appropriations 
Committee  has  submitted  questions  that  he  would  like  to  have  an- 
swered for  the  record. 

[The  questions  and  responses  follow:] 

Audit  of  the  National  Finance  Center 

Mr.  Livingston.  On  page  21  of  your  written  testimony  you  mention  an  audit  per- 
formed by  an  independent  certified  public  accounting  firm  that  disclosed  four  mate- 
rial weaknesses  in  the  National  Finance  Center's  (NFC)  internal  control  structure. 
When  was  this  audit  performed?  What  firm  performed  the  audit? 

Response.  The  audit  was  performed  between  June  1991  and  July  1992  by  Gregory 
K.  Washington,  CPA. 

Mr.  Livingston.  If  possible,  provide  the  Subcommittee  a  copy  of  this  audit  as  well 
as  the  response  to  its  findings  by  the  NFC. 

Response.  A  copy  of  the  audit  report  and  response  are  provided  for  the  record. 
NFC  reviewed  a  draft  of  the  report,  and  its  comments  were  considered  prior  to  issu- 
ing the  final  report.  OIG  has  conducted  a  followup  audit  of  NFC's  general  controls 
which  included  review  of  all  issues  where  NFC  and  the  contractor  disagreed.  This 
report  is  scheduled  to  be  issued  by  April  1993. 

[Clerk's  note. — The  information  submitted  is  to  lengthy  for  re- 
print. A  copy  is  retained  in  Committee  files.] 

Mr.  Livingston.  The  summary  of  this  audit  provided  in  the  testiniony  seems  to 
indicate  that  the  four  material  weaknesses  identified  deal  primarily  with  "documen- 
tation". Describe  for  the  record  in  layman  terms  what  documentation  means. 

Response.  To  give  you  an  example,  during  the  audit,  changes  made  to  ADP  sys- 
tems and  agency  data  and  reports  were  reviewed.  In  order  to  conduct  the  review, 
evidence  of  approval  of  the  changes  by  NFC  and  the  aff"ected  agency  was  requested 
along  with  hard  copies  of  the  test  results  of  the  system  changes.  However,  NFC  was 
unable  to  provide  the  documents.  Internal  control  documentation  should  include 
identification  of  the  internal  control  cycles  and  related  objectives  and  techniques  for 
implementing  the  controls.  This  documentation  should  appear  in  management  di- 
rectives, administrative  policy,  and  accounting  manuals.  Documentation  of  transac- 
tions and  other  significant  events  should  be  complete  Euid  accurate  and  should  facili- 
tate tracing  the  transaction  or  event  and  related  information  from  before  it  occurs, 
while  it  is  in  process,  to  after  it  is  completed.  Documentation  of  internal  control  sys- 
tems should  be  purposeful  and  useful  to  managers,  as  well  as  those  who  may  have 
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to  replace  them,  in  controlling  their  operations  and  to  auditors  or  others  involved  in 
analyzing  operations. 

Mr.  Livingston.  Briefly  describe  the  audit's  findings  regarding  the  cross  servicing 
performed  by  the  NFC. 

Response.  The  report  did  not  contain  any  findings  specifically  related  to  cross- 
servicing.  However,  the  absence  of  general  controls  affects  all  users  of  NFC  systems. 

Mr.  Livingston.  Did  the  Inspector  General's  office  ask  for  this  audit?  If  not, 
whose  office  in  USDA  contracted  for  this  audit? 

Response.  The  USDA  Office  of  Finance  and  Management  (OFM)  requested  the 
audit  be  performed  based  on  the  recommendations  of  OIG  and  GAO.  Because  we  did 
not  have  sufficient  resources  to  perform  the  audit,  it  was  decided  to  obtain  the  serv- 
ices of  an  independent  CPA  firm.  OFM  submitted  a  statement  of  work  to  the  Assist- 
ant Secretary  for  Administration,  the  USDA  Office  of  Operations  administered  the 
contract,  and  BIG  provided  technical  support  as  the  Contracting  Officer's  Technical 
Representative. 

Mr.  Livingston.  How  much  did  this  audit  cost? 

Response.  The  audit  cost  $249,994. 

Mr.  Livingston.  List  for  the  record  (including  dates)  Inspector  General,  GAO  and 
any  USDA  internal  audits  performed  on  the  NFC's  internal  control  structure  since 
1990. 

Response.  I  will  provide  the  information  for  the  record. 

[The  following  OIG  audits  addressed  NFC's  internal  control  structure,  in  part:] 

Internal  Controls  Over  NFC  Participation  In  Treasury's  OPAC  System  dated  Sep- 
tember 25,  1990. 

Controls  Over  General  Ledger  Adjustments  And  Suspense  Account  Activity  dated 
March  31,  1992. 

OFM/NFC  Effectiveness  of  Corrective  Action  Taken  On  Audit  Reports  dated 
March  31,  1992. 

USDA  Financial  Statements  As  Of  And  For  The  Year  Ended  September  SO,  1991, 
Together  With  Auditors'  Reports  dated  September  30,  1992. 

Mr.  Livingston.  Does  the  NFC  have  a  process  in  place  for  reviewing  systems  doc- 
umentation and  certifying  systems?  When  were  these  systems  put  into  effect? 

Response.  Yes,  NFC's  general  controls  audit  disclosed  NFC  has  a  specific  group  to 
make  reviews  in  accordance  with  0MB  Circular  No.  A-130,  "Management  of  Feder- 
al Information  Systems,"  which  went  into  effect  December  12,  1985.  NFC  systems 
covered  by  A-130  have  been  in  existence  since  the  1970's.  However,  as  noted  in  the 
attached  report,  we  believe  significant  improvements  are  necessary  to  document 
system  controls. 

Mr.  Livingston.  Does  the  NFC  have  a  process  in  place  for  conducting  vulnerabil- 
ity assessments  and  for  tracking  audit  findings?  When  were  these  set  up? 

Response.  Yes,  NFC's  System  Review  Office  is  responsible  for  performing  vulner- 
ability assessments  and  tracking  audit  findings.  The  vulnerability  assessments  were 
performed  in  1986  in  response  to  0MB  guidelines  and  are  now  performed  as  part  of 
the  Department's  Consolidated  Review  Program  which  was  implemented  in  1988.  In 
the  OIG  Audit  Report,  OFM/NFC  Effectiveness  of  Corrective  Action  Taken  On  Audit 
Reports,  dated  March  31,  1992,  we  reported  the  OFM/NFC  system  for  tracking  audit 
recommendations  was  generally  effective. 

The  Audit  of  the  System- Wide  General  Controls  at  NFC  reported  a  material  non- 
conformance noting  vulnerability  assessments  at  the  NFC  had  not  been  updated 
since  1986  despite  the  requirement  in  0MB  Circular  A-123,  "Internal  Control  Sys- 
tems," that  such  assessments  are  to  be  conducted  every  5  years. 

Mr.  Livingston.  How  have  these  documentation  and  assessment  efforts  grown 
over  the  last  ten  years  in  terms  of  number  of  resources  assigned  to  these  functions? 

Response.  We  do  not  know  if  resources  assigned  to  these  functions  have  increased, 
but  we  believe  that  OFM/NFC  could  answer  this  question. 

Mr.  Livingston.  What  is  NFC's  track  record  for  implementing  recommendations 
from  audit  organizations  or  others  inside  and  outside  of  USDA? 

Response.  OIG  reported  in  its  audit  OFM/NFC  Effectiveness  of  Corrective  Action 
Taken  On  Audit  Reports  that  the  OFM/NFC  system  for  tracking  and  implementing 
audit  recommendations  was  generally  effective.  However,  we  noted  corrective  action 
taken  for  about  20  percent  of  the  recommendations  reviewed  did  not  result  in  effec- 
tive or  sustained  correction  of  the  problem(s)  identified  in  the  audit  reports.  During 
the  audit,  OIG  reviewed  108  recommendations  from  19  audit  reports  issued  by  OIG, 
GAO,  and  independent  auditors  during  fiscal  years  1986  through  1990. 
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CLOSING  REMARKS 


Mr.  DuRBiN.  In  closing,  I  would  just  say  to  my  friend,  Congress- 
man Smith,  that  it  still  amazes  me  that  you  can  go  into  a  corner 
drug  store  in  my  hometown  and  in  a  matter  of  6  seconds  determine 
your  eligibility  to  make  a  purchase  using  a  computer  network,  yet 
we  continue  to  generate  reams  of  paper  for  Federal  agencies. 

Mr.  Smith.  With  the  proper  automation  it  would  be  possible  that 
when  they  check  out  at  the  counter,  if  they  have  an  item  in  their 
basket  they  are  not  eligible  to  receive,  it  won't  go  through  the  ma- 
chine. It  really  works. 

Mr.  DuRBiN.  I  think  we  are  light-years  away  from  where  we 
should  be  in  tarms  of  that  kind  of  computer  crosscheck  here. 

EMPLOYMENT 

Mr.  Smith.  I  have  just  one  more  question.  How  many  employees 
do  you  have  there  at  the  I.G.'s  office? 

Mr.  GiLLUM.  We  are  authorized  at  850. 

Mr.  Smith.  Do  you  have  near  850? 

Mr.  DuRBiN.  This  morning. 

Mr.  GiLLUM.  Actually  we  are  probably  at  that,  yes. 

Mr.  DuRBiN.  Thanks  for  your  testimony.  It  has  been  very  inform- 
ative and  I  appreciate  your  patience  in  waiting. 

Mr.  GiLLUM.  Let  me  just  say  in  closing,  and  Keith  Collins  did 
something  at  the  beginning,  there  are  a  number  of  new  Members, 
and  even  some  of  the  more  mature  ones,  we  would  be  more  than 
happy  to  come  up  and  visit  individually  and  provide  a  briefing,  a 
more  detailed  briefing  on  what  statutorily  we  are  responsible  for 
and  what  we  do  and  what  we  are  about  to  any  Member. 

Mr.  DuRBiN.  Thank  you  for  that  offer.  We  will  communicate  it  to 
the  Members  who  aren't  present.  We  might  be  inviting  you  back 
when  some  of  USDA  agencies  that  I  have  been  taking  a  close  look 
at  come  down  to  make  their  presentation.  Perhaps  we  can  have  a 
constructive  disilogue.  Thanks  for  joining  us  today.  We  appreciate 
it. 

[The  biographical  sketch  and  prepared  statement  follows:] 
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CHARLES  R.  GILLUM 

Charles  R.  Gillutn  was  appointed  Deputy  Inspector  General  of  the  U.S. 
Department  of  Agriculture  on  August  8,  1990. 

Prior  to  this  appointment,  Mr.  Gillum  had  been  the  Inspector  General  of  the 
U.S.  Small  Business  Administration  since  April  1987.  He  was  the  Deputy 
Inspector  General  of  the  General  Services  Administration  from  September  1981 
to  April  1987.  From  September  1980  to  September  1981,  he  was  with  the  Federal 
Home  Loan  Bank  Board  where  he  established  that  agency's  first  Inspector 
General -type  organization.  He  also  has  worked  for  the  Department  of  Housing 
and  Urban  Development  where  he  served  as  Acting  Assistant  Inspector  General 
for  Investigations  and  held  other  positions  in  the  investigative  area. 

A  veteran,  Mr.  Gillum  served  in  the  U.S.  Air  Force  from  1961  to  1968.  He  was 
a  special  agent.  Detachment  Commander,  and  headquarters  staff  member  of  the 
Office  of  Special  Investigations. 

Mr.  Gillum  holds  a  Master's  degree  in  public  administration  and  is  active  in 
professional  associations  for  investigators,  managers,  and  accountants. 

Mr.  Gillum  is  a  native  of  Phoenix,  Arizona.  He  and  his  wife  reside  in 
Alexandria,  Virginia,  with  their  two  children. 
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STATEMENT 

of 

CHARLES  R.  GILLUM 

ACTING  INSPECTOR  GENERAL 

OFFICE  OF  INSPECTOR  GENERAL 

U.S.  DEPARTMENT  OF  AGRICULTURE 

before  the 

HOUSE  APPROPRIATIONS  SUBCOMMITTEE  ON  AGRICULTURE, 

RURAL  DEVELOPMENT,  FOOD  AND  DRUG  ADMINISTRATION, 

AND  RELATED  AGENCIES 

February  16,  1993 


Good  afternoon,  Mr.  Chairman  and  members  of  the  Committee.  1  am  pleased  to 
have  the  opportunity  to  visit  with  the  Committee  today  to  discuss  the 
activities  of  the  Office  of  Inspector  General  and  to  provide  you  with  our 
views  on  some  of  the  major  programs  and  operations  of  the  Department  of 
Agriculture. 

Before  I  get  into  my  presentation  today,  I  would  like  to  introduce  the  members 
of  my  staff  who  are  here  with  me.  Jim  Ebbitt,  Assistant  Inspector  General  for 
Audit,  Craig  Beauchamp,  Assistant  Inspector  General  for  Investigations,  and 
Del  Thornsbury,  Director  of  Resources  Management  Division. 

The  Office  of  Inspector  General  (DIG)  performs  audits  and  investigations  for 
more  than  300  varied  and  highly  complex  domestic  and  foreign  programs  operated 
by  the  Department's  agencies.  I  currently  have  the  honor  of  serving  as  Acting 
Inspector  General  for  the  agency  and  have  been  the  Deputy  Inspector  General 
for  the  past  2  years.  During  this  period,  the  agency  has  had  some  notable 
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accomplishments  In  carrying  out  its  mission  to  detect  and  prevent  fraud, 
waste,  and  mismanagement  in  the  Department's  programs  and  operations,  and  in 
working  with  USDA  agencies  to  take  corrective  action. 

Fiscal  year  (FY)  1992  was  a  productive  year,  during  which  we  completed  over 
400  audits  and  1,000  investigations.  From  these  we  obtained  approximately 
$48  million  in  recoveries,  collections,  fines,  restitutions,  and 
administrative  penalties.  We  had  over  $135  million  In  overpayments  for  which 
management  agreed  to  seek  recovery,  and  nearly  $1.2  billion  was  identified  for 
which  management  made  commitments  to  put  the  funds  to  better  use.  Criminal 
indictments  and  convictions  totaled  1,040  and  785  respectively. 
It  is  important  to  point  out  also,  that  such  achievements  are  not  accomplished 
in  isolation,  and  would  not  have  been  possible  without  the  cooperation  and 
hard  work  of  the  Department's  program  managers  and  the  many  employees  of  the 
U.S.  Department  of  Justice. 

Thus  far  in  FY  1993,  we  have  focused  our  resources  on  the  Office  of  Management 
and  Budget's  (0MB)  designated  "high  risk"  areas.  Included  in  these  are  the 
Farmers  Home  Administration's  (FmHA)  loan  programs,  the  Federal  Crop  Insurance 
Corporation's  (FCIC)  indemnity  payment  process,  and  food  stamp  trafficking  in 
the  Food  and  Nutrition  Service's  (FNS)  Food  Stamp  Program.  We  are  also 
placing  emphasis  on  the  Department's  financial  accounting  systems,  consumer 
protection  issues,  large  payments  to  farmers,  and  the  guaranteed  loan 
programs. 
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The  focus  of  this  work  results  from  our  strategic  planning  process  during 
which  we  review  the  Department's  programs  where  large  dollar  losses  could 
occur,  or  where  public  safety  and  health  could  be  affected.  In  developing  our 
audit  plan  we  also  consider  such  issues  as  new  or  changed  legislation  or 
regulatory  requirements,  prior  audit  and  investigative  findings,  and 
suggestions  and  concerns  expressed  by  departmental  management.  Our 
investigative  plan  is  influenced  by  priorities  involving  such  matters  as 
threats  to  public  health  and  safety;  employee  integrity  issues;  and  fraud  in 
loan,  regulatory,  and  benefit  programs.  With  this  approach,  we  have  thus  far 
been  able  to  address,  within  the  availability  of  our  resources,  the  most 
critical  issues  and  priorities  affecting  the  Department. 

With  this  introduction,  let  me  now  present  some  of  the  highlights  of  our 
specific  audit  and  investigation  efforts  in  the  areas  of  ENTITLEMENT  PROGRAMS, 
CONSUMER  PROTECTION,  DIRECT  AND  GUARANTEED  LOANS,  NATURAL  RESOURCES,  FINANCIAL 
MANAGEMENT,  FEDERAL  CROP  INSURANCE,  COMMODITY  PROGRAMS,  MANAGEMENT  CONTROL 
OVER  ENVIRONMENTAL  HAZARDS,  MARKET  DEVELOPMENT  and  AUTOMATED  DATA  PROCESSING. 
In  addition,  we  would  like  to  share  some  of  our  concerns,  as  well  as  problems, 
which  pose,  challenges  for  us  in  the  future. 
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FOOD  STAMP  PROSRAH 

TRAFFICKING 

The  Food  Stamp  Program  (FSP)  represents  almost  40  percent  of  the  Department's 
budget,  and  has  been  designated  as  a  high  risk  area  by  the  Department  and  0MB. 
This  year  program  officials  estimate  that  approximately  $23  billion  in  food 
stamps  will  be  issued  to  recipients.  This  is  the  largest  program  activity  in 
the  Department  and,  due  to  the  ease  with  which  food  stamps  may  be  exchanged  or 
used  as  a  second  currency,  it  is  the  program  most  vulnerable  to  fraud  and 
waste.   With  1  in  10  Americans  and  more  than  200,000  retail  stores  currently 
participating  in  the  program,  GIG  must  continue  to  channel  substantial 
resources  to  FSP  fraud  prevention  and  detection  efforts. 

During  FY  1992,  we  devoted  approximately  40  percent  of  our  investigative 
resources  to  the  FSP.  We  completed  and  issued  897  reports  of  investigation. 
The  results  of  our  work  included  827  indictments,  598  convictions,  and 
approximately  $4  million  in  fines,  restitutions,  recoveries,  and  other 

monetary  penalties. 

In  our  annual  plan  for  FY  1993,  we  had  anticipated  devoting  about  35  percent 
of  our  available  investigative  resources  to  FSP  investigations.  However, 
through  the  first  quarter  of  this  fiscal  year,  almost  50  percent  of  our  total 
investigative  resources  have  been  devoted  to  FSP  fraud  investigations.  These 
investigations  have  concentrated  on  two  areas:  (1)  food  stamp  trafficking  by 
authorized  retail  stores,  especially  those  retailers  whose  food  stamp 
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redemptions  are  greater  than  their  reported  food  sales,  and  (2)  cooperative 
efforts  with  other  agencies  to  address  street  trafficking  of  food  stamps. 

A  major  part  of  this  effort  involves  our  commitment  of  increased  resources  to 
the  investigation  of  retailers  whose  food  stamp  redemptions  are  consistently 
and  significantly  larger  than  their  estimated  gross  food  sales  that  they 
reported  to  FNS.  For  example,  we  recently  completed  an  investigation  of  one 
of  the  largest  dollar  volume  food  stamp  trafficking  cases  ever  charged  in  one 
State.  Six  grocery  store  owners,  former  owners  and  employees,  and  two 
corporations  have  been  indicted  by  a  Federal  grand  jury  for  unlawfully 
purchasing  and  redeeming  $6.6  million  in  food  stamps  over  a  5-year  period. 

In  another  investigation,  a  $120  million  civil  lawsuit  was  filed  against  a 
grocer,  two  corporations,  and  two  affiliated  companies,  claiming  that  the 
grocer  fraudulently  redeemed  more  than  $40  million  worth  of  food  stamps.  The 
Government  is  seeking  triple  damages.  This  case  represents  the  largest  civil 
lawsuit  ever  brought  against  a  grocer  since  the  FSP  was  established  in  1964. 
The  grocer,  who  operated  a  wholesale  meat  business,  had  been  authorized  to 
participate  in  the  FSP  until  1982  when  the  authorizations  for  most  wholesale 
firms,  including  his,  were  withdrawn  to  reduce  food  stamp  fraud.  Our 
investigation  found  that  in  1990  when  the  grocer  was  authorized  by  FNS  to 
participate  in  the  FSP  as  a  retail  store,  he  then  accepted  food  stamps  from 
retailers  at  his  wholesale  meat  store  and  laundered  these  with  his  retail 
store  authorization. 
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street  trafficking  of  food  stamps  has  received  increased  media  attention, 
especially  in  those  areas  where  traffickers  purchase  food  stamps  for  cash  from 
recipients  near  issuance  sites.  During  the  past  year  we  have  .conducted 
several  investigations,  usually  with  local  law  enforcement  agencies,  where  we 
targeted  traffickers  who  openly  operated  near  Issuance  sites. 

We  believe  that  cooperative  Federal,  State,  and  local  efforts  are  the  only  way 
to  effectively  deal  with  such  street  trafficking  problems.  As  an  example  of 
such  an  effort,  we  worked  with  the  Los  Angeles  Police  Department  (LAPD)  to 
produce  a  6  minute  video-tape  to  alert  its  officers  to  problems  and 
enforcement  responsibilities  in  handling  street  trafficking.  The  success  of 
that  effort  has  resulted  in  the  production  of  a  generic  version  of  the  LAPD 
tape  that,  was  produced  for  use  in  training  State  and  local  law  enforcement 
agencies  nationwide. 

Another  ongoing  concern  of  GIG  is  the  use  of  food  stamps  by  street  traffickers 
in  drug  transactions.  For  example,  a  joint  investigation  in  one  State 
resulted  in  food  stamp  and  drug  trafficking  charges  against  42  people.  During 
that  investigation,  food  stamps  and  cash  were  found  to  be  used  to  purchase 
crack  cocaine  from  drug  dealers.  The  U.S.  attorney's  office  asked  GIG  to  lead 
the  investigation  in  response  to  requests  from  local  authorities  and  news 
reports  that  narcotics  dealers  were  selling  drugs  for  food  stamps.  To  date, 
31  of  the  people  charged  have  received  court  sentences  ranging  from  21  months 
to  25  years  in  prison. 
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In  another  effort  to  reduce  food  stamp  trafficking,  the  Department  has 
approved  and  funded  pilot  projects  testing  Electronic  Benefit  Transfer  (EBT) 
as  a  way  of  reducing  the  level  of  food  stamp  trafficking,  particularly  street 
trafficking.  We  have  supported  the  Department's  EBT  initiatives.  We  believe 
that  EBT  will  help  to  reduce  the  amount  of  trafficking  by  eligible  recipients 
and  will  make  trafficking  by  retailers  easier  to  detect  and  investigate. 

Recently  in  the  test  EBT  project  in  one  State  two  owners  of  a  small  sandwich 
shop  and  175  food  stamp  recipients  were  charged  with  food  stamp  fraud  and 
theft  by  deception  in  connection  with  their  activities  involving  the  EBT 
system.  The  investigation  disclosed  that  the  recipients  illegally  sold  some 
or  all  of  their  benefits  to  the  store  owners  for  65  to  70  percent  of  their 
face  value  in  cash.  We  estimate  the  store  owners  defrauded  the  FSP  of 
approximately  $122,000.  The  store  owners  have  pled  guilty  to  theft, 
conspiracy,  and  food  stamp  trafficking.  To  date,  132  of  the  food  stamp 
recipients  have  pled  guilty  and  have  been  suspended  from  participating  in  the 
FSP  for  a  period  of  2  years. 

Last  year  we  testified  that  we  were  reviewing  the  FNS  retailer  tracking 
system,  which  is  used  to  monitor  over  200,000  retailers  authorized  to 
participate  in  the  FSP.  FNS  monitors  retailer  activity  using  computer 
profiles  and  analyzing  food  stamp  redemptions  to  identify  stores  that  may  be 
violating  program  requirements.  We  completed  an  audit  of  FNS  procedures  for 
approving  stores  to  accept  food  stamps  and  found  that  FNS  needed  to  improve 
its  screening  of  retailer  applicants  and  its.  ability  to  deal  with  retail 


181 


stores  that  continue  to  accept  food  stamps  when  no  longer  authorized  to  be  in 
the  program. 

We  also  found  that  the  information  used  in  FNS'  tracking  system  was  not 
current.  FNS  had  updated  profile  data  for  only  about  21  percent  of  the 
retailers  authorized  as  of  April  1991.  Our  visits  to  the  120  retail  stores  in 
our  sample  disclosed  that  the  information  was  not  current  for  113  of  them. 
Without  an  effective  system,  FNS  cannot  identify  and  monitor  retailers  whose 
activities  may  indicate  food  stamp  trafficking  and  other  serious  violations. 
For  FY  1992,  Congress  appropriated  funds  specifically  earmarked  for  a  special 
retailer  integrity  program.  One  of  FNS's  major  efforts  was  to  reauthorize  all 
stores  and  to  update  sales  and  profile  data.  This  effort  continues  in  FY  1993 
and  when  completed  should  prove  invaluable  as  a  tool  to  analyze  and  monitor 
retailer  activities.  In  conjunction  with  this,  we  believe  that  FNS  needs  to 
place  a  higher  priority  on  visiting  retailers  and  reviewing  their  operations 
before  approving  them  to  accept  food  stamps. 

We  believe  that  another  tool  that  could  improve  FNS'  monitoring  of  retailers 
is  the  expanded  use  of  retailers'  Social  Security  Numbers  (SSN).  This  would 
allow  FNS  to  coordinate  actions  with  other  regulatory  groups,  such  as  State 
taxing  or  licensing  agencies  to  compare  and  analyze  food  sales  data  reported 
to  these  authorities.  Although  FNS  now  has  limited  authority  to  gather  and 
use  these  numbers,  legislation  would  be  required  before  FNS  could  expand  its 
use  of  Social  Security  numbers.  Current  authority  is  limited  to  compiling  a 
national  data  base  to  prevent  disqualified  or  sanctioned  firms  from 
participating  In  the  program. 
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FNS  officials  were  aware  of  AOP  system  weaknesses  and  identified  retailer 
monitoring  as  a  vulnerable  area  in  their  annual  internal  control  review. 
FNS  has  developed  plans  for,  and  begun  (1)  redesigning  the  ADP  system, 
(2)  conducting  pilot  projects  involving  EBT  systems,  and  (3)  studying 
amendments  to  regulations  to  strengthen  retailer  authorization,  monitoring, 
and  sanctions. 

We  have  expended  considerable  audit  resources  over  the  years  to  assess  the  FNS 
quality  control  process  as  it  relates  to  the  establishment  of  error  rates. 
Although  the  error  rates  have  been  reduced  over  the  years,  from  9.54  percent 
in  FY  1983  to  6.96  percent  in  FY  1991,  this  still  resulted  in  estimated 
overpayments  of  $1.2  billion  in  FY  1991.  Given  the  sheer  size  of  these 
numbers,  we  believe  that  continuing  to  work  to  seek  ways  to  reduce  error  rates 
is  not  only  necessary  but  required. 

CONSUMER  PROTECTION 

OIG  continues  to  place  high  priority  on  consumer  protection  activities  within 
the  Department.  These  activities  are  performed  by  various  inspection  agencies 
within  USDA  and  are  designed  to  ensure  that  the  food  the  consumer  eats  is 
safe,  properly  labeled  and  graded,  and  that  the  Nation's  plant  and  animal 
resources  are  safeguarded. 
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RETAILER  MONITORING 

The  Agricultural  Marketing  Service  (AMS)  is  responsible  for  monitoring 
retailers  to  ensure  that  USDA  grade  labels  accurately  represent  meat  and 
poultry  products.  In  a  recent  followup  audit,  we  found  that: 

--  AMS  visits  to  retailers  had  increased  from  108  in  1989  to  694  in 
1990,  but  in  view  of  the  violations  disclosed  in  12  percent  of  their 
monitoring  visits,  more  visits  are  still  needed; 

--  AMS  had  not  yet  developed  appropriate  methodology  to  allow  them  to 
statistically  sample  retailers  nationally  so  that  adequate  coverage  could  be 
provided  with  a  minimum  of  scarce  resources;  and 

--  AMS  needed  to  more  effectively  use  its  existing  authorities  to  cause 
labels  to  be  removed,  to  impose  fines,  or  to  refer  for  prosecutive 
consideration,  those  retailers  found  to  have  deceptively  labeled  or  advertised 
agricultural  products. 

AMS  has  taken  corrective  action  by  developing  a  risk  based  system  designed  to 
identify  retailer  outlets  more  prone  to  commit  violations,  and  by  working  to 
establish  meaningful  penalties--up  to  $100,000--that  can  be  effectively  and 
quickly  applied. 

In  a  significant  investigation  in  the  AMS  program  area  last  year,  an  egg 
products  processing  company,  its  vice  president,  and  its  production  manager 
were  convicted  for  conspiring  to  violate  the  Egg  Products  Inspection  Act  by 
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concealing  the  presence  of  salmonella  bacteria  in  their  product.  Both  the 
vice  president  and  production  manager  admitted  they  directed  employees  to 
falsify  laboratory  reports  submitted  to  USDA  egg  inspectors.  The  falsified 
reports  failed  to  show  that  approximately  500,000  pounds  of  dried  egg  product 
was  contaminated  with  salmonella  bacteria.  The  contaminated  egg  product, 
valued  at  about  $672,000,  was  purchased  by  20  food  processing  companies 
located  in  several  States.  The  company  and  the  production  manager  pled  guilty 
to  the  conspiracy  charge  and  paid  fines  totaling  $51,000.  The  vice  president 
pled  guilty  to  the  felony  violation  of  allowing  salmonella  contamination  in 
the  egg  product,  was  sentenced  to  2-years  probation,  and  fined  $2,000.  No 
reports  of  Illness  were  received. 

A  number  of  investigations  involving  the  mislabeling  of  meat  products  and 
selling  adulterated  meat  were  also  productive.  For  example,  meat  companies  In 
2  States  were  found  guilty  of  14  counts  of  conspiracy,  wire  fraud,  and 
violations  of  the  Federal  Meat  Inspection  Act.  Five  company  officials  were 
also  found  guilty  of  13  counts  associated  with  the  above-mentioned  violations. 
The  guilty  verdicts  resulted  from  an  Indictment  which  charged  the  defendants 
with  selling  over  3  million  pounds  of  misbranded  meat  and  mislabeling  the 
products  to  reflect  that  It  had  been  graded  when  it  had  not.  One  defendant, 
who  was  a  meat  processing  quality  control  supervisor,  caused  adulterated  meat 
that  was  tainted,  sour,  and  putrid,  and  which  had  been  Issued  from  and 
returned  to  the  meat  plant,  to  re-enter  that  establishment  and  to  be  reworked 
and  processed  without  benefit  of  examination  or  reinspection  by  a  USDA 
Inspector.  A  sentencing  date  has  not  been  set. 


185 


DIRECT  AND  GUARANTEED  LOANS 

The  Farmers  Home  Administration  (FmHA)  makes  loans  to  family  farmers, 
individuals  for  single  family  housing,  and  developers  for  housing  projects  in 
rural  areas.  As  of  September  30,  1992,  FmHA  had  over  850,000  borrowers  who 
owed  about  $46  billion.  FmHA  also  had  guaranteed  more  than  $5  billion  in 
loans  made  by  private  institutions.  As  the  "lender  of  last  resort,"  many  of 
FmHA's  loans  are  high  risk  and,  as  a  result,  loanmaking  and  loan  servicing 
functions  are  critical  to  avoid  unnecessary  losses.  Reviews  of  these  loan 
programs  are  continuing. 

RURAL  RENTAL  HOUSING  PROGRAH 

In  FY  1991,  FmHA  obligated  over  $570  million  for  loans  to  developers  to 
construct  rental  housing  facilities  for  persons  living  in  rural  areas  with  low 
to  moderate  incomes  or  who  are  elderly.  Loan  terms  are  for  50  years  and  are 
generally  made  at  a  1  percent  interest  rate. 

We  performed  an  audit  of  construction  activity  to  determine  if  FmHA  loan  funds 
were  used  properly  and  found  a  high  degree  of  vulnerability  to  fraud  and 
abuse.  We  reported  that  borrowers  had  inflated  the  costs  of  the  projects  by 
presenting  themselves  as  general  contractors  although  they  did  not  perform 
general  contractor  duties.  Borrowers  also  required  purchases  to  be  made 
through  other  borrower-owned  companies  which  had  no  office  space,  equipment, 
or  employees,  but  existed  only  to  add  a  markup  to  procurements.  For  example, 
one  nonexistent  related  party  company  purchased  windows  for  a  project  from  a 
material  supplier  for  $4,217,  and  then  added  fees  of  $515  and  profit  of 
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$4,018.  As  a  result,  the  project  was  assessed  $8,750  for  windows  actually 
costing  less  than  half  that  much.  Of  the  20  projects  we  reviewed  in  5  States, 
we  found  excessive  construction  costs  charged  to  10  projects  that  were  run  by 
6  different  borrowers.  Four  of  these  borrowers  inflated  construction  costs  by 
about  $540,000.  The  other  two  borrowers  also  inflated  costs  but  were  referred 
for  criminal  investigation  before  the  potential  overcharges  were  quantified. 
Inflated  construction  costs  result  in  other  adverse  effects  in  addition  to 
unnecessary  outlays  by  the  Government.  For  example,  due  to  the  interest 
subsidies  on  Rural  Rental  Housing  (RRH)  loans,  the  $540,000  in  excess  costs  we 
identified  will  cost  the  Government  about  $1.3  million  over  the  life  of  the 
loans.  Most  RRH  projects  are  syndicated  for  tax  purposes;  therefore, 
inflating  the  loan  amounts  results  in  inflated  tax  credits  for  project  owners. 
To  make  matters  worse,  loans  make  for  higher  rents--some  of  which  are 
subsidized  by  FmHA,  for  the  tenants,  further  tending  to  erode  the  programs 
basic  objectives. 

To  reduce  the  potential  for  inflated  construction  costs,  we  recommended  a 
series  of  regulatory  changes  to  tighten  program  requirements  and  FmHA  has 
initiated  corrective  action.  We  have  another  audit  now  underway  to  review  an 
additional  sample  of  RRH  contractors. 

DEBT  RESTRUCTUR1N6  PROGRAM 

The  Agricultural  Credit  Act  of  1987  provides  assistance  to  farm  borrowers  who 
are  delinquent  on  their  FmHA  loan  payments.  The  law  calls  for  FmHA  to 
restructure  these  borrowers'  loans  to  avoid  Tosses  to  the  Government  and  to 
allow  borrowers  to  continue  farming  operations.  It  requires  FmHA  to  modify 
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the  loans  by  lowering  interest  rates;  deferring  payments;  or  consolidating, 
rescheduling,  reamortizing,  or  writing  down  debts.  If  a  borrower  cannot  pay  a 
loan  that  is  substantially  written  down  and  he  or  she  still  wants  to  avoid 
foreclosure,  the  borrower  is  given  the  option  of  buying  out  the  loan  at  the 
net  recovery  value  of  the  loan  collateral.  This  is  called  a  debt  "writeoff." 

Borrowers  have  an  incentive  to  portray  the  bleakest  picture  of  their 
operations  when  applying  for  debt  restructuring  in  order  to  maximize  the  debt 
forgiveness.  Our  prior  audits  disclosed  numerous  problems  with  borrowers 
reporting  inaccurate  information  to  qualify  for,  or  to  increase  the  amount  of, 
the  writedown  or  writeoff.  When  applying  for  a  loan,  however,  borrowers  have 
an  incentive  to  depict  the  best  possible  financial  outlook  to  ensure  loan 
approval . 

At  the  request  of  FmHA,  we  conducted  an  audit  of  10  borrowers  who  had  bought 
out  their  FmHA  debts  at  net  recovery  value  and  returned  to  FmHA  within  1  year 
for  subsequent  fanner  program  loans.  The  10  borrowers  we  reviewed  had 
received  writeoffs  of  over  $2.4  million  and  new  loans  of  about  $1.7  million. 

Our  review  disclosed  that  for  9  of  the  10  borrowers  reviewed,  either  the  net 
recovery  buyouts  or  the  subsequent  loans,  or  both,  were  based  on  inaccurate 
information.  Six  of  the  borrowers  received  over  $739,000  in  excessive 
writeoffs  which  resulted  in  unnecessary  losses  to  the  Government.  Five  of  the 
borrowers  did  not  qualify  for  $811,600  in  subsequent  loans  because  repayment 
margins  did  not  meet  the  minimum  requirement.  Two  of  the  nine  borrowers  did  ' 
not  qualify  for  either  the  writeoffs  or  the  subsequent  loans. 


188 


We  recommended  that  FmHA:  (1)  require  counties  to  reconcile  variances  between 
the  borrowers  plans  for  net  recovery  buyouts  and  for  subsequent  loans,  and  (2) 
develop  procedures  for  approval  of  all  future  loans  for  net  recovery  buyout 
borrowers. 

FmHA  agreed  to  review  cases  cited  in  the  audit  and  to  require  other  debt 
writeoffs  and  subsequent  loans  to  be  approved  by  State  directors.  FmHA  also 
agreed  to  develop  procedures  for  State  officials  to  follow  before  approving 
subsequent  loans. 

NATURAL  RESOURCES 

FOREST  SERVICE 

The  Forest  Service  (FS)  manages  over  191  million  acres  of  land  in  the  National 
Forest  System.  A  significant  part  of  this  responsibility  is  the  protection  of 
the  natural  resources  from  forest  fires.  FS  owns,  operates,  and  contracts  for 
aircraft  to  help  suppress  forest  fires. 

Aircraft  Exchanges 

In  1987,  some  airtanker  operators  under  contract  to  FS  were  forced  to  ground 
their  C-119  piston-engine  aircraft  for  safety  reasons.  An  airtanker  industry 
representative  then  approached  the  Department  of  Defense  (DOD)  with  a  proposal 
to  exchange  the  C-119' s  for  excess  C-130A  and  P-3A  turbine-powered  aircraft. 
DOD  refused  the  offer  because  the  C-119's  had  little  historic  or  monetary 
value  to  the  Air  Force  and  because  prior  abuses  by  private  firms  flying 
military  aircraft  had  occurred.  One  company  and  the  industry  consultant,  who 
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had  a  prearranged  agreement  with  several  contractors  to  receive  one-third  of 
a11  planes  obtained  from  DOD,  then  approached  FS  for  support.  FS,  working 
through  the  General  Services  Administration,  obtained  28  excess  aircraft  from 
DOD  with  a  value  of  at  least  $28  million.  FS  then  gave  both  the  planes  and 
their  titles  to  the  airtanker  contractors.  FS  officials  justified  the 
exchanges  on  the  basis  that  they  would  obtain  historic  aircraft  from  the 
contractors,  reduce  airtanker  contract  costs,  and  improve  safety. 

We  determined  that  the  exchanges  were  not  in  compliance  with  Federal  property 
regulations.  The  Office  of  the  General  Counsel  (OGC)  also  reviewed  and 
advised  the  Forest  Service  that  it  did  not  have  the  authority  to  make  the 
exchanges  or  to  give  title  of  the  aircraft  to  the  contractors. 

Although  the  exchanges  were  to  be  at  no  cost  to  the  Government,  the 
contractors  incurred  $2.2  million  in  costs  by  buying  back  the  four  C-130A 
aircraft  they  had  provided  to  the  consultant  and  by  refurbishing  the 
"historic"  aircraft  they  traded  in.  To  recover  these  costs,  the  contractors 
may  attempt  to  charge  the  Government  in  the  form  of  higher  contract  fee  rates. 

In  addition  to  these  problems,  we  found  that  initially  some  contractors 
registered  the  aircraft  with  the  Federal  Aviation  Administration  (FAA)  under 
the  consultant's  type  certificate,  and  some  under  their  own  FAA  certificates. 
The  "type  certificate"  describes  the  purposes  for  which  aircraft  can  be  used. 
More  than  a  year  after  the  exchange,  FS  obtained  the  consultant's  type 
certificate  from  the  contractor  and  had  it  amended  by  FAA  to  provide  for 
additional  restrictions.  Most  contractors  voluntarily  registered  their 
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C-130A  aircraft  under  the  revised  type  certificate.  Our  review  disclosed  that 
one  airtanker  contractor  attempted  to  sell  the  aircraft  for  nonfirefighting 
purposes,  another  sold  aircraft  parts  for  profit,  and  two  contractors  used  the 
aircraft  for  purposes  unrelated  to  firefighting.  For  example,  one  contractor 
improperly  used  aircraft  to  transport  cargo  in  the  Persian  Gulf.  (FS,  upon 
being  made  aware  of  this  activity,  successfully  took  action  to  have  the 
aircraft  returned  to  this  country.)  However,  one  contractor  is  currently 
attempting  to  sell  C-130A  aircraft  to  a  foreign  country  for  a  substantial 
profit. 

FS  also  stored  seven  additional  excess  military  aircraft  on  contractors' 
facilities  after  being  notified  by  OGC  that  the  exchanges  were  not  legal. 
Although  FS  still  owns  and  has  title  to  the  seven  aircraft,  the  contractors 
have  improperly  removed  parts  from  four  aircraft  to  use  on  their  private 
aircraft  and  converted  one  Government-owned  P-3A  aircraft  into  an  airtanker. 
The  four  aircraft  have  an  estimated  value  of  at  least  $4  million  as  parts. 

We  recommended  that  the  FS  seek  OGC  legal  assistance  to  recover  the  aircraft 
improperly  conveyed  to  the  contractors,  and  that  FS  implement  additional 
controls  over  both  the  aircraft  and  contractor  billings  to  ensure  against  the 
Government  being  charged  for  questioned  costs.  FS  has  developed  an  action 
plan  which  is  being  analyzed  within  the  Department. 
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SOIL  CONSERVATION  SERVICE 

The  Soil  Conservation  Service  (SCS)  administers  programs  designed  to  help 

protect  and  improve  land  and  water  resources.  SCS  carries  out  two  major 

activities:  conservation  operations  and  watershed  and  flood  prevention 

operations. 

Conservation  Compliance 

The  Food  Security  Act  of  1985  encourages  farmers  to  conserve  highly  erodible 
land  in  areas  used  for  agricultural  production.  To  remain  eligible  for 
Federal  farm  program  payments,  producers  who  want  to  farm  highly  erodible  land 
must  submit  a  plan  to  SCS  for  approval  and  implement  approved  conservation 
measures  to  reduce  soil  erosion. 

This  year  we  continued  our  coverage  of  this  critical  program  activity  through 
a  review  of  producers'  compliance  with  the  conservation  provisions  of  the  Food 
Security  Act  and  USDA's  monitoring  of  this  compliance. 

We  selected  220  conservation  plans  located  in  10  States  with  65  percent  of  the 
Nation's  highly  erodible  cropland.  We  reviewed  plans  that  called  for  at  least 
one  conservation  practice  to  be  implemented  by  1991.  At  the  time  of  our  field 
visits,  about  10  percent  of  the  producers  in  our  sample  had  not  implemented 
required  conservation  practices.  We  estimated  that  producers  in  the  10  States 
were  scheduled  to  receive  about  $20  million  in  1991  program  payments  even 
though  they  had  not  implemented  the  required  conservation  practices. 
Our  audit  disclosed  that  when  SCS  personnel  found  producers  who  violated 
conservation  requirements  they  did  not  refer  them  to  the  Agricultural 
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stabilization  and  Conservation  Service  (ASCS)  for  a  determination  of  their 
eligibility  to  receive  program  payments.  We  also  determined  that  an  estimated 
10,000  tracts,  from  which  producers  were  expected  to  earn  about  $150  million 
in  program  payments,  had  not  been  reviewed  at  a  time  when  SCS  could  reliably 
determine  the  success  of  the  practice.  SCS  procedures  did  not  provide 
adequate  controls  to  assure  the  reviews  were  completed  at  the  best  time. 
Further,  we  noted  that  SCS  personnel  did  not  identify  some  deficient  plans 
during  their  compliance  reviews,  and  they  did  not  require  correction  of 
deficient  plans  that  they  did  identify.  Of  the  116  plans  that  had  been 
reviewed  before  our  audit,  102  had  material  deficiencies  not  identified  by  the 
compliance  reviewer. 

We  recommended  that  SCS  improve  communications  with  producers,  strengthen 
national  procedures,  improve  operational  controls,  and  coordinate  interagency 
activities.  SCS  and  ASCS  concurred  with  our  findings.  SCS  is  developing 
corrective  actions,  and  both  agencies  have  established  a  task  force  to  improve 
their  method  of  handling  farm  reconstitutions. 

FINANCIAL  MANAGEMENT 

AUDITS  OF  FINANCIAL  STATEMENTS 

Few  legislative  initiatives  have  had  as  significant  an  impact  on  the  Federal 
community  as  the  Chief  Financial  Officers  (CFG)  Act  of  1990.  The  Act  seeks  to 
improve  Federal  financial  management  by  requiring,  among  other  things,  that 
agencies  integrate  budget,  cost,  and  financial  management  information;  develop 
systematic  performance  measures;  and  prepare  annual  financial  statements. 
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USOA  was  designated  as  one  of  several  pilot  agencies  to  submit  audited 
agencywide  financial  statements  beginning  with  FY  1990  statements.  This 
requirement  has  significantly  impacted  OIG  operations  due  to  the  magnitude  of 
these  audits  and  the  resources  required  to  perform  them. 

In  FY  1992,  we  fulfilled  the  requirements  of  the  CFO  Act  by  completing  audits 
of  the  FY  1991  financial  statements  for  the  Commodity  Credit  Corporation 
(CCC),  the  Rural  Electrification  Administration  (REA),  FmHA,  FNS,  FS,  and  FCIC 
as  well  as  the  consolidated  agencywide  financial  statements.  We  issued 
unqualified  (clean)  opinions  for  FmHA,  CCC,  FCIC,  and  REA.  We  qualified  our 
opinion  on  FNS  because  of  our  inability  to  validate  the  accounts  receivable 
balance  and  the  associated  provision  for  loss.  FNS  reported  about 
$900  million  in  gross  accounts  receivable  which  was  reduced  to  $300  million 
after  allowing  for  uncoil ectibles.  However,  because  State  and  local 
governments  did  not  maintain  accounting  systems  which  supported  the  value  of 
claims  reported  to  FNS,  we  could  not  validate  these  amounts.  We  issued  an 
adverse  opinion  on  the  financial  statements  of  FS  because  supporting 
accounting  records  were  incomplete  or  insufficient  and  did  not  meet  standards 
for  reliability.  This  was  caused  in  part  by  the  lack  of  an  integrated 
accounting  system  which  would  allow  uniform  processing  of  FS  transactions.  As 
a  result,  the  financial  data  for  the  FS  asset  balance  was  unreliable. 

Our  opinion  on  the  consolidated  USDA  financial  statements  also  resulted  In  an 
adverse  opinion.  Accounting  standards  were  applied  inconsistently  and 
incorrectly,  accounting  records  were  not  always  sufficient  to  support  account 
balances,  and  account  balances  themselves  contained  errors  and  omissions.  For 
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example,  actual  outlays  shown  in  the  budget  differed  from  amounts  shown  on  the 
financial  statements  by  $2.6  billion.  We  are  currently  performing  audits  of 
the  FY  1992  financial  statements  for  all  major  USDA  agencies  and  corporations 
and  the  FY  1992  consolidated  USDA  financial  statements.  The  completion  of 
these  audits  will  fulfill  the  CFO  Act  requirements  for  FY  1992. 

GENERAL  CONTROLS  AT  THE  NATIONAL  FINANCE  CENTER 
An  audit  performed  under  contract  by  an  independent  certified  public 
accounting  firm  disclosed  four  material  weaknesses  in  the  National  Finance 
Center's  (NFC)  internal  control  structure.  The  general  control  structure  was 
inadequately  documented  and  did  not  comply  with  the  requirements  of  0MB  and 
the  General  Accounting  Office.  Also,  documentation  for  accounting  and 
automated  data  processing  (ADP)  controls  was  inadequate,  material  adjustments 
to  the  general  ledger  were  made  without  user  authorization  or  approval,  and 
ADP  program  changes  were  not  adequately  documented  or  controlled. 

We  recommended  that  NFC  develop  general  control  objectives  and  techniques, 
develop  general  ADP  control  policies  and  procedures,  initiate  or  approve  all 
entries  and  adjustments  by  user  agencies,  and  improve  procedures  for  ADP 
program  changes. 

We  are  currently  conducting  an  audit  of  NFC's  FY  1992  general  controls, 
following  up  on  the  weaknesses  identified  in  the  prior  audit. 
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FEDERAL  CROP  INSURANCE  CORPORATION 

Overpayment  of  FCIC  claims  has  been  identified  as  a  "high-risk"  area  by  the 
Department.  Recently,  FCIC  has  expanded  its  compliance  staff  and  has 
initiated  a  comprehensive  enforcement  strategy  to  combat  fraud  and  program 
abuse  by  imposing  various  sanctions.  We  believe  the  compliance  staff  is 
vitally  important  to  the  success  of  the  FCIC  program.  Because  of  the  risk  in 
this  area,  we  have  continued  to  include  claims  adjustment  as  a  part  of  our 
audit  coverage. 

In  FY  1992,  our  audits  targeted  16  claims  that  were  each  in  excess  of  $90,000. 
We  found  that  because  of  incorrect  insurance  coverage  and  improper  loss 
adjustments,  insureds  received  excessive  indemnity  payments  totaling 
$1.5  million.  For  example,  for  a  1990  tomato  policy  in  one  State,  $859,857 
was  paid  where  the  producer  failed  to  report  production  on  an  uninsured  field. 
FCIC  referred  this  situation  to  GIG  and  is  currently  awaiting  the  outcome  of 
the  investigation  before  taking  further  action.  Also,  on  this  same  policy, 
$164,358  of  indemnities  was  paid  on  acreage  that  was  ineligible  for  FCIC 
insurance  coverage  since  it  was  susceptible  to  freezing  weather. 

We  are  continuing  to  work  with  FCIC  to  recover  the  overpayment  of  indemnities 
and  administrative  expenses  and  to  improve  insurance  servicing  and  adjustment 
procedures.  Also,  we  now  have  a  nationwide  review  underway  to  follow  up  on 
the  current  status  of  claims  adjustment. 
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In  one  investigation  on  false  claims,  17  farmers  recently  pled  guilty  to 
defrauding  FCIC  of  almost  $1.5  million  for  crop  years  1987  to  1991.  The 
farmers  concealed  their  actual  production  of  soybeans,  rice,  and  wheat,  and 
later  filed  insurance  claims  for  nonexistent  losses.  Investigations  of  other 
producers  are  underway  with  additional  false  claims  anticipated  to  total  more 
than  a  million  dollars. 

COMMODITY  PROGRAMS 

In  our  ongoing  reviews  of  ASCS,  we  have  continued  to  emphasize  abuses  of  the 
payment  limitation  and  disaster  program  regulations. 

PAYMENT  LIMITATION 

In  1980,  Congress  established  an  annual  $50,000  payment  limitation  per  person 
and,  in  1987,  tightened  eligibility  over  these  requirements  by  further 
limiting  eligibility.  The  new  requirements  allowed  the  farmers  to  reorganize 
their  farming  operations  in  1989  as  long  as  they  did  not  increase  the  number 
of  eligible  "persons"  they  had  in  1988.  As  a  result,  many  large  partnerships, 
with  more  than  enough  "persons"  to  receive  the  maximum  amount  of  possible 
payments  for  their  farming  operation  merely  transferred  ownership  among  the 
corporate  partners  to  satisfy  the  new  requirements. 

In  prior  appropriation  hearings  and  semiannual  reports  to  Congress,  we 
reported  that  farmers  have  been  using  "shell"  corporations  to  qualify 
additional  "persons"  for  payments  on  their  farms.  Despite  attempts  by 
Congress  to  tighten  controls  over  payment  limitation  provisions,  program  abuse 
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continues  through  the  use  of  "shell"  corporations.  These  corporations  are 
often  undercapitalized  and  make  no  substantive  contribution  to  farming 
operations  other  than  management  provided  by  certain  members  of  such 
corporations. 

For  example,  we  reviewed  26  farming  operations  that  were  reorganized  for  1989. 
Seventeen  of  these  operations  qualified  217  "persons"  who  received 
$8.2  million  in  payments.  We  found  that  150  of  the  corporate  partners  In 
these  operations  were  "shell"  corporations  used  to  qualify  additional 
"persons"  for  payment.  Without  the  150  "shells,"  the  farms  would  have  only 
received  $2.6  million  or  70  percent  less.  We  have  recommended  that  ASCS 
(1)  allow  an  individual's  contribution  of  management  to  qualify  only  one 
"person"  as  "actively  engaged"  in  the  same  farming  operation,  (2)  require 
stockholders  of  corporations  to  provide  active  personal  labor  or  management, 
and  (3)  require  corporate  partners  in  a  general  partnership  to  have  assets  at 
risk  In  proportion  to  their  shares  In  the  farming  operation. 

ASCS  believes  that  our  recommendations  are  not  consistent  with  the  intent  of 
Congress.  Regarding  the  use  of  "shell"  corporations  to  circumvent  payment 
limitation  requirements,  the  Department's  OGC  has  advised  ASCS  that  current 
payment  limitation  regulations  fail  to  contain  a  restriction  of,  or  reference 
to,  "shell"  corporations  that  would  justify  a  restrictive  determination. 
Therefore,  until  regulations  can  be  changed,  it  would  be  arbitrary  and 
capricious  for  ASCS  to  apply  a  "shell"  corporation  rule  to  producers  using 
corporations  to  qualify  additional  persons  for  payments. 
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Because  of  the  positions  of  ASCS  and  OGC,  we  believe  that  the  payment 
limitation  regulations  need  to  be  strengthened.  Congress  expressed  similar 
concerns,  in  the  House  of  Representatives'  December  1992  Majority  Staff  Report 
to  the  Committee  on  Government  Operations.  This  report  stated  that  "Congress 
needs  to  enact  further  limitations  of  payments  to  prevent  this  abuse.  A  more 
sophisticated  and  comprehensive  management  effort  by  ASCS,  including  more 
intensive  yearend  reviews,  could  also  help  save  millions  of  dollars  annually." 

DISASTER  ASSISTANCE 

The  Disaster  Assistance  Act  of  1989  expanded  disaster  assistance  to  nonprogram 
crops  such  as  cucumbers,  squash,  and  tomatoes.  This  expanded  coverage  has 
also  been  authorized  in  all  subsequent  disaster  assistance  legislation 
including  the  Supplemental  Appropriations,  Transfers,  and  Rescissions  Act  of 
1992. 

Our  audits  have  disclosed  major  problems  in  administering  the  nonprogram  crop 
disaster  assistance.  The  major  problem  areas  we  have  identified  are  (1) 
producers  not  reporting  all  of  their  crop  production,  (2)  producers  exceeding 
the  $2  million  gross  income  limitation  for  receiving  disaster  assistance,  (3) 
producers  reporting  crop  shares  that  exceed  the  producer's  share  of  the  risk 
in  producing  the  crop  as  stated  in  contracts  with  such  entities  as  packing 
sheds,  and  (4)  ASCS  establishing  incorrect  crop  yields  for  payment  purposes. 
Many  of  the  weaknesses  identified  have  resulted  from,  at  least  in  part,  (1) 
ASCS's  lack  of  historical  experience  regarding  nonprogram  crops,  and  (2) 
ASCS's  regulations  not  being  specific  enough  and  thereby  allowing  significant 
county  committee  discretion  in  administering  the  program. 
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Also,  we  currently  have  an  ongoing  audit  and  investigation  in  one  State,  which 
is  the  result  of  a  whist! eblower  complaint,  that  alleged  a  second  crop  was 
planted  with  the  intent  of  getting  a  disaster  payment  rather  than  for  harvest 
of  a  commercial  crop.  In  one  county  in  that  State  about  500  acres  of  squash 
were  planted  annually  prior  to  the  initiation  of  the  disaster  programs  in 
1990.  However,  in  1992,  as  many  as  10,000  acres  of  squash  were  planted.  The 
County  Executive  Director  attributed  the  increases  directly  to  the  disaster 
program.  Our  work  on  disaster  payments  continues. 

MANAGEMENT  AND  CONTROL  OVER  ENVIRONMENTAL  HAZARDS 

Our  work  in  this  area  disclosed  that  USDA  policies  dealing  with  Occupational 
Safety  and  Health  Administration's  chemical  hygiene  requirements  for  hazardous 
materials  or  waste  management  in  laboratories,  needed  to  be  Improved.  Six  of 
the  agency's  policies  did  not  provide  ways  for  managers  to  monitor  laboratory 
practices.  We  also  found  Instances  of  improper  labeling  of  hazardous 
chemicals,  Inadequate  labeling  of  abandoned  materials,  and  unreported  waste 
disposal  sites.  Of  significance,  in  this  later  category,  were  59  of  64  FmHA 
hazardous  waste  sites,  which  by  going  unreported,  caused  the  Department's 
estimate  for  environmental  cleanup  to  be  understated  by  $2.2  million. 
Departmental  officials  agreed  with  our  findings,  and  have  instituted 
corrective  actions.  We  are  continuing  our  work  in  this  Important  area  by 
implementation  of  a  review  of  the  Department's  management  of  underground 
storage  tanks. 
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MARKET  DEVELOPHENT 

FOREIGN  AGRICULTURAL  SERVICE  fFAS) 

During  the  past  year,  we  have  continued  to  direct  audit  and  investigative 
resources  to  the  Department's  General  Sales  Managers  (GSM)  102  and  103  export 
credit  sales  guarantee  programs.  Additionally,  we  have  testified  on  several 
occasions  before  the  subcommittees  of  the  House  Agricultural  Committee,  the 
House  Banking  Committee,  the  House  Judiciary  Committee,  and  the  House  Ways  and 
Means  Committee  on  our  continuing  audit  and  investigative  activities  in  the 
GSM  102  and  103  programs;  specifically,  the  investigation  of  the  Atlanta 
branch  of  Banca  Nazionale  del  Lavoro  (BNL),  the  audit/investigations  relating 
to  Iraq's  participation  in  the  GSM  102  and  103  programs,  and  FAS' 
administration  of  the  GSM  102  and  103  programs.  During  1993,  we  continue  with 
our  work  in  the  GSM  102  and  103  programs.  Let  me  summarize  our  work  in  these 
areas. 

Banca  Nazionale  del  Lavoro  (BNL) 

DIG  agents  continue  working  as  members  of  the  BNL-Iraq  investigative/ 
prosecutive  taskforce  in  Atlanta.  Of  the  14  individuals  or  firms  indicted, 
7  have  pleaded  guilty,  and  2  of  those  have  been  sentenced  to  a  total  of 
approximately  $1  million  in  fines,  $13  million  in  restitution,  plus  debarment, 
while  the  other  5  await  sentencing.  The  taskforce  is  investigating  additional 
subjects,  some  of  whom  deal  in  agricultural  commodities. 
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other  Audits  and  Investigations 

Since  1988,  OIG  has  conducted  four  audits  and  several  criminal  Investigations 
related  to  the  GSM  102  and  103  export  credit  sales  guarantee  programs 
administered  by  the  FAS  and  the  Commodity  Credit  Corporation  (CCC).  Our 
reviews  which  Included  sales  transactions  to  several  countries  including  Iraq, 
identified  four  significant  areas  where  Improvements  were  needed  In  program 
controls  and  procedures.  Specifically,  we  found  that:  (1)  Commodities  of 
foreign  origin  were  exported  under  the  program  as  U.S.  goods  (some  were 
100  percent  foreign),  (2)  exporters  received  excessive  credit  guarantees  by 
Inflating  sales  prices  for  GSM  commodities,  (3)  after-sales  services  payments 
were  made  to  Iraq,  and  (4)  CCC's  process  for  assessing  the  credit-worthiness 
of  foreign  banks  needed  strengthing. 

In  October  1989,  December  1990,  and  March  1991,  we  issued  audit  reports  which 
identified  problems  with  exports  of  foreign-origin  products  under  the  GSM  102 
and  103  programs.  Specifically,  we  found  that  some  exporters  shipped  foreign- 
origin  products  as  domestic  products  and  received  GSM  guarantees.  The 
December  and  March  reports  also  identified  payments  of  after  sales  services. 
The  most  widespread  of  these  violations  related  to  tobacco  exports  where  we 
estimated  losses  to  be  approximately  $37.3  million. 

In  each  of  these  reports,  we  recommended  that  the  Department  consider 
suspension  or  debarment  of  exporters  who  committed  program  violations,  and 
recover  losses  related  to  any  default  claims.  As  a  result  of  our  audit  work 
and  subsequent  investigation,  eight  companies  entered  guilty  pleas  for  filing 
false  statements  with  the  Government  In  connection  with  sales  of  tobacco  to 
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the  countries  of  Egypt  and  Iraq.  Two  of  the  eight  companies  pled  guilty  to 
making  false  statements  with  respect  to  origin,  and  six  companies  pled  guilty 
to  making  false  statements  with  respect  to  port  values.  The  eight  companies 
were  fined  a  total  of  $300,000  and  ordered  to  pay  $625,000  In  restitution. 

We  are  currently  completing  a  followup  audit  of  the  Issues  we  Identified  In 
our  March  1991  audit  of  GSM  sales  prices.  Our  work,  thus  far.  Indicates  that 
the  Department  has  implemented  an  effective  price  review  system  for  the  GSM 
102  and  103  programs. 

Our  March  1991  audit  report  also  identified  three  exporters,  in  addition  to 
the  tobacco  exporters,  who  had  Included  after  sales  services  payments  to  Iraq 
in  their  GSM  guarantees,  and  whose  sales  prices  to  Iraq  appeared  to  be  far  In 
excess  of  prevailing  world  prices  at  the  time  of  sale.  We  are  currently 
conducting  investigations  into  these  matters. 

FAS  has  made  significant  Improvement  in  GSM  102  and  103  programs.  We  plan 
additional  followup  this  year  to  review  FAS  corrective  actions. 

AUTOMATED  DATA  PROCESSING 

USDA  agencies  continue  to  expand  and  upgrade  their  automated  systems.  Large 
mainframe  computers  are  utilized  to  operate  centralized  accounting,  payroll, 
and  administrative  type  systems.  Personal  computers  have  been  distributed  to 
thousands  of  worksites  nationwide.  These  computers  are  used  both  as  stand 
alone  units  and  as  links  In  local  and  national  networks.  This  widespread  use 
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of  automation  requires  effective  security  and  control;  however,  our  audits 
have  disclosed  security  problems  Involving  both  mainframe  and  personal 
computers. 

For  example,  we  were  able  to  gain  unauthorized  access  to  the  mainframe 
computer  at  the  USDA's  National  Finance  Center  In  New  Orleans.  We  accessed 
sensitive  information  governed  by  the  Privacy  Act  and  were  able  to  gain  access 
to  the  payroll  system  and  to  data  used  to  process  about  $9.5  billion  in 
payments  annually  for  32  Federal  agencies. 

Out  of  a  sample  of  300  minicomputers  in  the  SCS,  we  were  able  to  gain 
unauthorized  access  to  36  separate  computers  located  in  21  different  States. 
For  some  of  the  systems  we  accessed,  managers  were  not  aware  of  the 
penetration.  In  addition,  these  penetrations  were  made  after  security 
weaknesses  had  been  reported  to  SCS  in  three  previous  audit  reports  and  after 
agency  managers  were  notified  that  auditors  were  going  to  make  such  attempts. 
We  conducted  a  review  at  FmHA's  Finance  Office  and  38  field  offices  in 
5  States  to  determine  whether  FmHA  maintained  the  Integrity  of  and  security 
over  data  transmitted  from  field  offices  to  the  mainframe  computers  at  the 
National  Computer  Center  (NCC)  in  Kansas  City.  We  found  that  security 
weaknesses  left  sensitive  files  vulnerable  to  unauthorized  access  and  enabled 
OIG  to  penetrate  the  systems.  Automated  edit  checks  were  routinely  bypassed 
without  authorization,  and  Inventories  of  computer  equipment  were  not  complete 
and  accurate. 
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Our  reviews  of  security  at  the  NCC  disclosed  that  problems  identified  in  prior 
audits  of  security  continued  to  exist.  For  15  of  the  27  audit  recommendations 
we  had  made,  NCC  had  either  not  fully  implemented  agreed  upon  corrective 
action  or  the  corrective  actions  were  not  effective,  and  the  agencies  had  not 
initiated  or  proposed  new  corrective  actions. 

We  recommended  that  FmHA,  SCS,  NFC,  and  NCC  managers  conduct  comprehensive 
reviews  of  security  and  implement  the  necessary  controls.  These  managers  have 
already  addressed  and  corrected  the  most  serious  security  weakness  and  are  in 
the  process  of  correcting  the  remaining  weaknesses. 

CONCERNS  AND  PROBLEMS 

REQUIREMENTS  IMPACTING  ON  DAILY  WORK 

There  are  forces  impacting  on  the  operations  of,  or  problems  confronting,  the 
GIG  which  I  would  like  to  share  with  the  Committee,  so  that  the  Committee's 
members  can  better  understand  and,  if  appropriate,  work  with  us  to  achieve 
necessary  solutions.  The  first  of  these  areas  of  concerns,  but  certainly  not 
the  most  important,  deals  with  the  growing  number  of  requirements  being 
imposed  upon  the  OIG.  Many  of  these,  for  example,  are  congressionally 
mandated  by  statutes  requiring  audits  or  work  relating  to:  Contracted 
advisory  and  assistance  services;  restrictions  on  lobbying  for  Federal  funds; 
agency  financial  statements;  financial  integrity;  peer  reviews;  and  continuing 
professional  educational  requirements.  Each  of  these  consume  varying  amounts 
of  staff  resources.  The  most  staff  intensive  of  these  to  date  has  been  the 
Chief  Financial  Officers  Act.  While  we  are  in  the  early  stages  of 
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implementation,  it  has  required  a  commitment  on  our  part  of  over  80  staff 
years  and  costs  of  almost  $8  million.  It  certainly  is  not  our  intention  to 
question  the  need  or  importance  of  any  of  these  requirements.  What  I  want  the 
Conmittee's  members  to  know  is  that  we  have  to  deal  with  these  requirements  in 
making  decisions  as  to  which  audits  we  can  or  cannot  do,  including  work  which 
is  often  important  because  of  its  interest  to  this  and  other  Committees  of  the 
Congress. 

WHISTLEBOWER  CONCERNS 

Of  great  concern  to  us  are  recent  reports  we  have  received  suggesting  that 
there  is  a  perception  amongst  some  that  whistleblowers'  identities  are  not 
being  properly  protected  and  that  whistleblowers  are  being  reprised  against. 
A  related  concern  evolves  from  perceptions  that  hotline  complaints  are  treated 
lightly  because  many  of  the  hotline  complaints  we  receive  are  referred  to 
Departmental  managers  for  review  and  resolution. 

Let  me  comment  on  the  whistleblower  issue  that  has  been  raised.  In  so  doing, 
I  want  the  Committee  to  know  that  we  are  not  aware  of  any  situation  in  which 
the  identity  of  a  whistleblower  has  been  improperly  compromised,  or  any 
situation  in  which  a  whistleblower  has  been  reprised  against.  Either 
situation  would,  of  course,  be  unacceptable;  and,  while  we  do  not  possess 
evidence  that  such  acts  have  occurred,  we  are  making  efforts  to  work  with 
those  who  have  conveyed  these  concerns  to  us,  to  surface  the  appropriate  facts 
and  take  whatever  actions  may  be  required.  The  troublesome  aspect  of  this  is 
that  even  if  there  are  no  actual  misdeeds  to  be  addressed,  the  mere  perception 
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that  whistlebloMers  do  not  receive  every  protection  and  consideration  provided 
by  law  or  regulation,  must  be  overcome,  and  we  wi11  work  to  that  end. 

HOTLINE  REFERRALS  AND  ACTIVITIES 

The  concerns  raised  about  the  hotline,  like  those  involving  whistleblower 
protections,  are  not  taken  lightly  by  the  OIG,  and  are  deserving  of 
consideration  and  explanation. 

In  1978,  OIG  began  operating  a  hotline  to  receive  whistleblower  complaints 
from  USDA  employees  and  the  public.  A  staff  consisting  of  three  complaints 
analysts  and  two  administrative  support  personnel  receive  these  complaints  by 
way  of  a  toll  free  telephone  service,  a  local  telephone  line,  a  post  office 
box,  and  on  occasions  from  interviews  in  OIG  offices.  The  complaints  involve 
allegations  of  fraud,  waste,  and  mismanagement  in  the  Department's  programs  or 
operations. 

One  particularly  troublesome  aspect  of  our  hotline  complaint  processing 
operations  is  the  need  to  refer  some  of  the  complaints  to  agency  managers, 
rather  than  conducting  OIG  audits  or  investigations  of  all  complaints.  The 
simple  truth  is  that  we  do  not  have  the  resources  to  investigate  every 
complaint  that  comes  in  over  the  hotline.  The  number  of  complaints  has 
increased  from  389  in  fiscal  year  1979  to  almost  4,000  in  fiscal  year  1992. 
We  have  handled  more  that  22,000  complaints  through  the  hotline  since  1978. 

To  deal  with  this  volume  we  have  a  senior  criminal  investigator  review  each 
complaint  to  determine  what  kind  of  Inquiry  will  be  made.  Many  of  these  are 
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referred  to  the  agency  that  administers  the  program  or  operation  that  is  the 
subject  of  the  complaint.  We  te11  the  agency,  at  a  level  above  the  suspect 
individual  or  office,  what  questions  or  issues  we  want  them  to  resolve,  and 
generally  ask  for  a  written  report  of  their  findings.  These  actions  are  then 
reviewed  to  determine  whether  suitable  inquiry  was  made  and  documented,  and  to 
ensure  that  appropriate  criminal,  civil,  or  administrative  action  can  be 
taken. 

The  issue  of  having  agencies  Investigate  matters  regarding  their  programs  or 
employees  is  not  unique  to  the  hotline.  Each  year  we  are  unable  to 
investigate  about  1,000  allegations  of  wrongdoing  or  employee  misconduct  which 
agency  managers  refer  to  OIG  for  investigation.  Because  of  the  demands  on  our 
resources  to  do  other,  higher  priority  work,  only  the  most  serious  matters 
involving  top  management  officials,  substantial  program  losses,  or  criminal 
wrongdoing  are  investigated  by  the  OIG.  We  hold  no  allusions  that  these 
processes  are  not  without  shortcomings. 

CONCLUSION 

This  concludes  my  statement,  Mr.  Chairman.  I  appreciate  the  opportunity  to 
appear  today  and  present  these  views,  and  I  hope  that  my  comments  have  been 
helpful  to  you  and  the  Committee.  I  w111  be  pleased  to  respond  to  any 
questions  you  may  have  at  this  time. 
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OFFICE  OF  THE  INSPECTOR  GENERAL 
Purpose  Statement 

Pursuant  to  the  Inspector  General  Act  of  1978,  (5  U.S.C.  app.  3),  the  Office 
of  the  Inspector  General: 

(1)  Provides  policy  direction  and  conducts,  supervises  and  coordinates 
a11  audits  and  investigations; 

(2)  reviews  existing  and  proposed  legislation  and  regulations  and  makes 
recommendations  to  the  Secretary  and  Congress  regarding  the  impact 
such  Initiatives  will  have  on  the  economy  and  efficiency  of  the 
Department's  programs  and  operations,  and  the  prevention  and 
detection  of  fraud,  waste  and  mismanagement  in  such  programs; 

(3)  recommends  policies  for  and  conducts,  supervises  or  coordinates 
other  activities  in  the  Department  whose  purposes  are  to  promote 
economy  and  efficiency  or  prevent  and  detect  fraud,  waste  and 
mismanagement; 

(4)  recommends  policies  for  and  conducts,  supervises  or  coordinates 
relationships  between  the  Department  and  other  Federal,  State  and 
local  government  agencies  concerning:  (a)  promoting  economy  and 
efficiency;  (b)  preventing  and  detecting  fraud,  waste  and 
mismanagement;  and  (c)  identifying  and  prosecuting  people  Involved 
in  fraud,  waste  and  mismanagement;  and 

(5)  keeps  the  Secretary  and  the  Congress  fully  and  currently  Informed 
about  fraud,  other  serious  problems,  waste,  mismanagement  and 
deficiencies  in  Department  programs  and  operations,  recommends 
corrective  action,  and  reports  on  the  progress  made  in  correcting 
the  problem. 

The  Office  of  the  Inspector  General  Is  headquartered  in  Washington,  D.C., 
and  has  regional  offices  in  the  following  cities:  New  York,  New  York; 
HyattsviHe,  Maryland;  Atlanta,  Georgia;  Chicago,  Illinois;  Temple,  Texas; 
Kansas  City,  Missouri;  and  San  Francisco,  California.  As  of  September  30, 
1992,  total  on-board  employment  was  889  including  873  full-time  and  16  other 
employees.  There  were  238  employees  located  in  metropolitan  area  and  651 
located  in  the  field. 
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OFFICE  OF  THE  INSPECTOR  GENERAL 

Available  Funds  and  Staff-Years 

1992  Actual  and  Estimated  1993  and  1994 


:        1992 
:       Actual 

:        1993 
:      Estimated 

:        1994      : 
:      Estimated   : 

Item 

Amount 

•Staff- 
:Years 

Amount 

•Staff- 
:Years 

:   Amount 

•Staff-! 
:  Years  : 

Office  of  the  Inspector 
General 

■$62,786,000 

155,000 
723,000 
208,000 
210.340" 

:  876 

:S62,786,000 

752,000 
216,000 
233.000- 

:  850 

•$63,918,000 

783,000 
225,000 
242.000- 

:  850  ': 

Obligations  under  other 
USDA  appropriations: 

Food  and  Nutrition 
Service- 
Child  and  Audit  Care 
Feeding  Program 

Commodity  Credit 
Corporation- 
Audit  of  Financial 
Statements 

Federal  Crop  Insurance 
Corporation- 
Audit  of  Financial 
Statements ; 

Rural  Electrification 
Administration-      : 
Audit  of  Financial 
Statements : 

Total,  Other  USDA  Funds: 

1.296.340! 

1.201.000: 

1.250.000- 

TOTAL,  OIG : 

64,082,340: 

876  : 

63,987,000: 

850  : 

65.168,000: 

850  : 

BSSSKSSSa 
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OFFICE  OF  THE  INSPECTOR  GENERAL 

Permanent  Positions  by  Grade  and  Staff-Year  Summary 

FY  1992  and  Estimated  FY  1993  and  1994 


1992 

1993 

1994 

Grade 

:HdQtrs 

:Field 

.Total 

:Hdatrs 

:Field 

Total 

:Hdatrs 

:Field 

:Total 

Executive 

Level  IV  

1 

•   0 

:   1 

•   1 

0 

1 

•   1 

0 

1 

ES  6  

1 

0 

•   1 

■   1 

0 

1 

1 

0 

1 

ES  4  

5 

•   0 

5 

•   6 

•   0 

6 

6 

0 

6 

ES  3  

1 

0 

1 

0 

0 

0 

0 

0 

0 

ES  2  

2 

0 

2 

1 

•   0 

1 

1 

0 

1 

GS/GM  15  

15 

14 

29 

15 

14 

29 

15 

14 

:  29 

GS/GM  14  

33 

37 

70 

33 

37 

70 

33 

37 

:  70 

GS/GM  13  

39 

136 

175 

39 

136 

175 

39 

136 

.  175 

6S-12  

13 

244 

257 

13 

233 

246 

13 

233 

246 

6S-11  

12 

60 

72 

12 

57 

69 

12 

57 

69 

GS-9  

6 

65 

71 

6 

62 

68 

6 

62 

.  68 

GS-8  

3 
13 

3 
84 

6 

97 

3 
13 

3 
80 

6 
93 

3 
13 

3 
80 

6 

GS-7  

:  93 

GS-6 

7 

34 

41 

7 

32 

39 

7 

32 

39 

GS-5  

5 

32 

37 

5 

30 

35 

5 

30 

35 

GS-4  

2 

9 

11 

2 

8 

10 

2 

8 

10 

G$-3  

0 

1 

1 

0 

1 

1 

0 

1 

1 

Total  Permanent 

158 

719 

877 

157 

693 

850 

157 

693 

850 

Positions 

Unfilled 

Positions 

End-of-year.. 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Total, Permanent 

Emp1 oyment , 

End-of-year. . 

158 

719 

877  : 

157 

693 

850  : 

157  : 

693  . 

850 

Staff-Years 
Ceiling 


158  :  718  :  876  :  157  :  693  :  850  :  157 


693 


850 
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OFFICE  OF  THE  INSPECTOR  GENERAL 

CLASSIFICATION  BY  OBJECTS 
1992  and  Estimated  1993  and  1994 


Personnel  Compensation:  1992         1993         1994 

Headquarters $8,465,263 

Field 32.038.431 

11  Total  personnel  comp 40,503,694 

12  Personnel  benefits 9,246,505 

13  Former  personnel 21.069 

Total  personnel  compensation 

benefits 49.771.268 

Other  Objects: 

21  Travel 5,721,902 

22  Transportation  of  things.  270,362 

23.2  Rental  Payments  to  others  115,030 

23.3  Communications,  utilities, 

and  misc.  charges 808,236 

24   Printing  and  reproduction  30,055 

25.1  Consulting  services 71,000 

25.2  Other  services 2,312,447 

26   Supplies  and  materials...  761,861 

31   Equipment 1,219,057 

42  Insurance  and  indemnities  21,165 

43  Interest  and  dividends...  4.779 

Total  other  objects 11.335.894 

Total  direct  obligations 61,107,162 


Position  Data: 
Average  Salary,  ES  positions... 
Average  Salary,  GFVGS  positions 
Average  Grade,  GN/GS  positions. 


$8,748,000 
33.107.000 

$8,944,000 
33.848.000 

41,855,000 

9,482,000 

42,000 

42.792,000 

9,707,000 

42.000 

51.379.000 

52,541,000 

5,500,000 
225.000 
125,000 

5,500,000 
224,000 
125.000 

1,475,000 

125,000 

70,000 

2,430,000 

625,000 

800,000 

32,000 

0 

1,450,000 

124,000 

40,000 

2,438,000 

622,000 

822,000 

32,000 

0 

11.407.000 

11,377.000 

62,786,000 

63,918,000 

$104,000 

$108,000 

$109,000 

$46,000 

$49,000 

$49,000 

10.82 

10.82 

10.82 
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OFFICE  OF  THE  INSPECTOR  GENERAL 

The  estimate  includes  proposed  changes  in  the  language  of  this  item  as  follows 
(new  language  underscored;  deleted  matter  enclosed  in  brackets): 

Office  of  the  Inspector  General 

For  necessary  expenses  of  the  Office  of  the  Inspector  General, 
including  employment  pursuant  to  the  second  sentence  of  section 
706(a)  of  the  Organic  Act  of  1944  (7  U.S.C.  2225),  and  the 
Inspector  General  Act  of  1978  as  amended,  [$62,786,000] 
$63.918.000.  including  such  items  as  may  be  necessary  for 
contracting  and  other  arrangements  with  public  agencies  and 
private  persons  pursuant  to  section  6(a)(8)  of  the  Inspector 
General  Act  of  1978,  as  amended,  and  including  a  sum  not  to 
exceed  $50,000  for  employment  under  5  U.S.C.  3109;  and  including 
a  sum  not  to  exceed  $95,000  for  certain  confidential  operational 
expenses  including  the  payment  of  informants,  to  be  expended 
under  the  direction  of  the  Inspector  General  pursuant  to  Public 
Law  95-452  and  section  1337  of  Public  Law  97-98. 
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OFFICE  OF  THE  INSPECTOR  GENERAL 

SALARIES  AND  EXPENSES 

Appropriations  Act,  1993  $62,786,000 

Budget  Estimate,  1994 63.918.000 

Increase  in  Appropriation +1,132,000 


SUMMARY  OF  INCREASES  AND  DECREASES 
(On  basis  of  appropriation) 


1993 

Estimated 


Other 
Changes 


Item  of  Change         Estimated     Pay  Cost 

Audit  &  Investigations  $62,786,000  +$1,162,000     -$30,000 


1994 
Estimated 

$63,918,000 


PROJECT  STATEMENT 
(On  basis  of  appropriation) 


1992  Actual 

1993  Estimated 

Increase 

1994  Estimj 

ited 

Pro.iect 

Amount 

Staff 
Years 

Actual 

Staff 
Years 

or 
Decrease 

:Staff 
Amount  :  Years 

Audit  and 

Investigations 

Unobligated... 

$61,107,162 
1.678.838 

876 

$62,786,000 

850 

(1) 
+1,132,000 

63,918,000 

850 

Total , 
Appropriation. 

62,786,000 

876 

62,786,000 

850 

+1.132,000 

63,918,000 

850 
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EXPLANATION  OF  PROGRAM 


1 
es 


This  appropriation  funds  the  activities  authorized  by  the  Inspector  Genera 
Act  of  1978  as  amended.  This  Act  expanded  and  provided  specific  authorities 
for  the  activities  of  the  Office  of  the  Inspector  General  which  had  previously 
been  carried  out  under  the  general  authorities  of  the  Secretary  of 
Agriculture.  The  Inspector  General: 

--  Conducts  and  supervises  audits  and  investigations  relating  to  programs 
and  operations  of  the  Department  of  Agriculture; 

--  provides  leadership  and  coordination  and  recommends  policies  for 
activities  designed  (a)  to  promote  economy,  efficiency,  and 
effectiveness  and  (b)  to  prevent  and  detect  fraud  and  mismanagement  in 
programs  and  operations  of  the  Department;  and 

--  keeps  the  Secretary  and  the  Congress  fully  informed  about  problems  and 
deficiencies  relating  to  the  administration  of  such  programs  and 
operations  and  the  necessity  for  and  progress  of  corrective  action. 

The  following  table  shows  the  audits,  investigations,  and  staff-years  for  each 
area  for  fiscal  year  1992. 

Audits/        Staff-Years 
Area  Cases         of  Effort 

Audit  412  506 

Investigations  1.484  370 

Total  1,896  876 

JUSTIFICATION  OF  INCREASES 


(1)  A  net  increase  of  $1.132.000  consisting  of: 

(a)  An  increase  of  $309.000  which  reflects  a  2.7  percent  increase  in 
nonsalary  costs. 

(b)  An  increase  of  $1.162.000  which  reflects  the  annualization  of  the 
fiscal  year  1993  pay  raise. 

(c)  A  decrease  of  $323.000  for  administrative  efficiency. 

Need  for  Change.  To  promote  the  efficient  use  of  resources  for 
administrative  purposes,  in  keeping  with  the  President's  Executive 
Order,  total  USDA  baseline  outlays  for  these  activities  will  be 
reduced  by  3  percent  in  FY  1994,  6  percent  in  FY  1995,  9  percent  in 
FY  1996  and  14  percent  in  FY  1997. 

Nature  of  Change.  In  order  to  achieve  this  savings,  GIG  will 
carefully  monitor  the  purchase  of  supplies  and  equipment,  printing 
and  reproduction  costs,  and  other  goods  and  services.  Limits  will 
be  established  on  each  internal  organizational  office  to  ensure  the 
reductions  are  achieved. 

(d)  A  decrease  of  $16.000  for  FTS  2000  funding. 

This  decrease  reflects  lower  long-distance  telecommunication  prices 
due  to  price  determinations  in  the  FTS  2000  contracts. 
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OFFICE  OF  THE  INSPECTOR  GENERAL 

GEOGRAPHIC  BREAKDOWN  OF  OBLIGATIONS  AND  STAFF-YEARS 

1992  and  Estimated  1993  and  1994 

FY  1992  FY  1993           FY  1994 

Staff-  Staff-             Staff- 
Locations         Amount    Years  Amount    Years      Amount    Years 

California  $6,848,184    103  $7,036,000    100    $7,164,000     100 

O.C 12.775,203    158  13,126,000    157    13,363,000     157 

Georgia  8,243,948    121  8,470,000    116    8,623,000     116 

Illinois  6,579,457    106  6,760,000    102    6,880,000     102 

Maryland  7,432,817    111  7,637,000    107    7,775,000     107 

Hissouri  10,203,105    152  10,484,000    147    10,673,000     147 

New  York 2,677,015    33  2,751.000    32    2,800,000      32 

Texas  6,347,433    92  6,522,000    89    6,640,000      89 

Subtotal , 
Available 

or  Estimate  ..  61,107,162    876  62,786,000    850    63,918,000     850 

Unobligated 

Balance  1,678,838 

Total,  Available 

or  Estimate  ..  62,786,000    876  62,786,000    850   63,918,000     850 


216 

OFFICE  OF  THE  INSPECTOR  GENERAL 

STATUS  OF  PROGRAN 

The  Office  of  the  Inspector  General  (OIG)  Is  operationally  independent 
of  other  agencies  of  the  Department.  OIG  has  the  responsibility  to: 
(1)  supervise,  coordinate,  and  provide  policy  direction  for  audit  and 
investigative  activities  relating  to  programs  and  operations  of  the 
Department;  (2)  recommend  policies  and  conduct,  supervise,  or  coordinate 
other  activities  of  the  Department  for  the  purpose  of  promoting  economy  and 
efficiency  and  preventing  and  detecting  fraud,  waste,  and  mismanagement  In 
its  programs  and  operations;  (3)  keep  the  Secretary  and  the  Congress  infomed 
of  fraud  and  other  serious  problems,  waste,  and  deficiencies  relating  to  the 
administration  of  programs  and  operations  of  the  Department;  and  (4)  recommend 
corrective  action  and  report  on  progress  made  in  obtaining  management's 
agreement  to  Implement  such  action. 

ACCOMPLISHMENTS  IN  FISCAL  YEAR  1992 

During  fiscal  year  (FY)  1992,  OIG  Issued  1,484  Investigative  reports  and 
412  audit  reports.  Our  activities  also  resulted  In  1,040  Indictments, 
785  convictions,  and  41  suits  filed.  The  period  of  time  to  get  court  action 
on  an  Indictment  varies  widely;  therefore,  the  785  convictions  are  not 
necessarily  related  to  the  1,040  indictments. 

Audit  Monetary  Results; 

During  FY  1992,  management  decisions  were  made  on  439  audit  reports.  At  the 
time  of  management  decision,  the  monetary  values  agreed  to  by  agencies  were: 

(In  minionsl 

Questioned  and  unsupported  costs  $  192.9 

Recommended  for  recovery  $  135.4 

Not  recommended  for  recovery  57. S 

Funds  to  be  put  to  better  use  1,196.0 

Total  audit  monetary  results  $1,388.9 

Investigative  Monetary  Results: 

Recoveries  and  collections  S   20.5 
Cost  avoidance  (payments  not  made 

based  on  Investigations)  3.3 

Fines  2.2 

Administrative  penalties  12.6 

Restitution  12.7 

Total  investigative  monetary  results  $      51.3 


AUDIT  ACCOMPLISHMENTS 

During  FY  1992,  we  focused  our  audit  efforts  on  entitlement  programs, 
consumer  protection  Issues,  large  payments  to  farmers,  export  credit  programs, 
and  guaranteed  loan  programs.  We  also  audited  the  Department's  financial 
statements  as  required  by  the  Chief  Financial  Officers  Act. 
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Details  of  our  significant  audit  accomplishments  can  be  found  in  the 
Semiannual  Reports  to  Congress  covering  FY  1992.  Sone  highlights  are  provided 
below. 

CONSUMER  PROTECTION 

AMS  Retailer  Monitoring  Is  Not  Effective  Against  Grade- Labeling  Violations 

The  Agricultural  Marketing  Service  (AHS)  is  responsible  for  Monitoring 
retailers  to  ensure  that  USDA  grade  labels  accurately  represent  seat  and 
poultry  products.  Although  AHS  had  increased  the  number  of  retailer  reviews 
over  that  found  in  a  prior  audit  (from  108  to  694),  we  believe  that  the  number 
still  may  not  be  sufficient  since  the  visits  disclosed  that  about  12  percent 
of  those  visited  misrepresented  USDA  grades.  We  recommended  that  AHS  develop 
a  comprehensive  list  of  meat  retailers  from  which  to  draw  a  sample,  ensure 
that  repeat  violators  are  penalized,  and  increase  the  penalties  that  can  be 
applied.  AHS  officials  agreed  to  take  action. 

ENTITLEHENT  PROGRAMS 

FNS  Retailer  Honitoring  Does  Not  Always  Detect  Food  Stamp  Trafficking 

Our  review  of  the  Food  and  Nutrition  Service's  (FNS)  procedures  for 
authorizing  retailers  to  redeem  food  stamps  and  our  evaluation  of  the 
automated  retailer  tracking  system  to  Identify  problem  retailers  found  that 
retailer  applicants  were  not  adequately  screened  before  authorizing  them. 
FNS  also  did  not  deal  effectively  with  stores  that  continued  to  redeem  food 
stamps  after  withdrawing  or  being  disqualified  from  the  program.  In  addition, 
we  found  that  the  data  in  the  automated  retailer  tracking  system  had  not  been 
updated  for  79  percent  of  the  retailers,  thus  hampering  monitoring  efforts. 
We  concluded  that  FNS  needed  to  give  a  higher  priority  to  pre- authorization 
visits  to  retailers  and  to  improve  its  retailer  tracking  system. 
FNS  officials  agreed  and  are  developing  plans  to  Improve  controls  over 
retailer  operations. 

Alien  Verification  System  Hav  Not  Be  Cost -Effective 

We  evaluated  States'  use  of  the  Immigration  and  Naturalization  Service's  (INS) 
governmentwide  Systematic  Alien  Verification  for  Entitlements  System  for  which 
FNS  reiinburses  the  States.  FNS  paid  about  $7.2  million  to  cover  Its  share  of 
costs  for  the  Food  Stamp  Program  from  FY  1989  through  FY  1991.  Despite  having 
verified  the  status  of  736,000  alien  applicants  In  FY  1991,  State  agency 
officials  in  California  and  Texas  could  not  provide  documentation  showing  any 
Instances  where  the  system  prevented  an  Illegal  alien  from  receiving  benefits. 
State  officials  believed  that  existing  procedures  were  sufficient  to  allow 
eligibility  workers  to  detect  applicants  who  may  be  Illegal  aliens  and  refer 
them  to  INS  for  verification  of  status.  We  recommended  that  FNS  stop  paying 
for  the  system's  use  because  it  appears  from  our  audit  work  that  use  of  the 
system  Is  not  cost-effective.  FNS  agreed  to  coordinate  with  INS  and  other 
affected  Government  agencies. 

FOREST  SERVICE  fFSl 

Administrative  Use  of  Aircraft 

Controls  over  aircraft  operations  did  not  provide  reasonable  assurance  that 
the  administrative  use  of  FS-owned  and  contracted  aircraft  was  proper. 
Required  approvals,  justifications,  and/or  cost  comparisons  were  not  prepared 
for  90  percent  of  the  2,515  administrative  flights  we  reviewed.  Clear  lines 
of  authority  for  approval  of  the  flights  had  not  been  established.  Our  audit 
disclosed  about  400  instances  where  alternative  methods  of  transportation  were 
available  at  less  cost  ($162,500)  to  the  Government. 
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FS  officials  have  agreed  with  our  reconmendations,  including  the  establishment 
of  aircraft  operations  as  an  assessable  unit  in  the  Federal  Managers' 
Financial  Integrity  Act  management  control  system  with  the  required  risk 
assessments. 

Historic  Aircraft  Exchange  Program 

FS  did  not  have  the  authority  to  exchange  28  aircraft  (22  C-130A's  and 
6  P-3A's)  with  contractors.  FS  transferred  ownership  of  these  aircraft,  with 
an  estimated  value  of  at  least  $28  million  (as  parts  only),  although  Federal 
property  regulations  did  not  permit  this  action.  The  exchanges  were 
"brokered"  by  a  private  individual  whose  contractor  clients  received  25  of 
the  28  aircraft  and  who  received  4  C-130A's  for  his  services.  While  the 
exchanges  were  to  be  at  no  cost  to  the  Government,  the  contractors  recorded 
$2.2  million  in  related  costs  for  repurchase  of  aircraft  from  the  "broker" 
and  for  the  refurbishing  and  delivering  of  historic  aircraft  to  the  museums. 
We  also  noted  that  contractors  were  attempting  to  sell  aircraft  for  non- 
firefighting  purposes,  sold  aircraft  parts  for  profit,  and  used  aircraft  for 
purposes  unrelated  to  firefighting.  An  additional  seven  aircraft  owned  by 
FS  were  sold  for  parts  by  contractors,  and  one  was  converted  Into  an  airtanker 
without  authorization.  FS  agreed  with  most  of  the  reconmendations. 

Timber  Management  Skewed  Bidding  Controls 

Effective  controls  have  not  been  established  for  restricting  purchasers  from 
assigning  disproportionately  large  bid  premiums  to  individual  species  (skewed 
bidding)  offered  in  timber  sales.  Our  review  in  FS  Region  5  found  skewed 
bidding  on  77  of  the  161  sales  from  August  1,  1988,  through  September  8,  1990. 
For  42  of  the  77  sales,  harvesting  was  completed  as  of  June  30,  1991.  We 
determined  that  FS  lost  revenue  of  approximately  $1  million  on  26  of  the  sales 
and  gained  revenue  of  approximately  $321,000  for  16  sales  for  a  net  loss  of 
approximately  $752,000.  FS  agreed  to  modify  its  existing  national  policy  on 
timber  sale  bidding  and  to  Implement  the  change  on  January  1,  1993. 

PROGRAM  COMPLIANCE.  ECONOMY  AND  EFFICIENCY 

Conservation  Compliance  Provisions 

Soil  Conservation  Service  (SCS)  officials  did  not  establish  adequate  controls 
to  ensure  the  timely  application  of  conservation  practices.  We  concluded  froa 
our  audit  that  about  10  percent  of  the  producers  selected  by  SCS  for  status 
reviews  in  10  States  were  not  eligible  for  about  $20  million  in  1991  Commodity 
Credit  Corporation  (CCC)  and  Agricultural  Stabilization  and  Conservation 
Service  (ASCS)  program  payments  based  on  conditions  existing  at  the  time  of 
our  review.  Also,  SCS  status  reviews  did  not  follow  prescribed  sampling 
methodologies,  did  not  Identify  deficiencies  on  102  of  the  116  plans  we 
reviewed,  and  were  not  performed  timely  for  92  of  220  plans  requiring 
application  in  1991.  In  addition,  SCS  and  ASCS  did  not  provide  for  effective 
monitoring  of  compliance  activities  for  reconstituted  farms.  These 
recommendations  are  currently  being  reviewed  by  SCS  and  ASCS. 

DIRECT  AND  INSURED  LOANS 

Controls  Over  Subsequent  Loans  to  Net  Recovery  Buyout  Borrowers  Need 
Strengthening 

Farm  borrowers  who  bought  out  their  Farmers  Home  Administration  (FmHA)  debts 
at  net  recovery  value  under  the  Agricultural  Credit  Act  of  1987  and  returned 
to  FmHA  within  1  year  for  subsequent  fanner  program  loans  did  not  accurately 
report  their  farm  income,  expenses,  and  debts  to  FmHA.  A  comparison  of 
information  on  the  plans  used  for  buyouts  and  those  used  to  obtain  the 
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subsequent  loans  revealed  that  borrowers  had  misrepresented  their  finances, 
either  to  receive  the  writeoff  or  to  qualify  for  the  subsequent  loan.  Of  the 
$2.4  million  in  debt  write-offs  approved  for  the  10  borrowers  reviewed, 
$739,000  was  excessive  for  6  borrowers.  Of  the  $1.7  million  in  subsequent 
loans  made  to  the  10  borrowers  reviewed,  5  borrowers  did  not  qualify  for 
$811,600  in  loans.  FmHA  officials  are  taking  corrective  actions  on  all  of  our 
recommendations. 

Significant  Guaranteed  Loan  Losses  Due  to  Improper  Lender  Servicing 

Lenders  used  FmHA  guaranteed  loans  to  refinance  farm  loans  previously  made 
to  customers  who  were  already  in  financial  jeopardy.  Our  review  showed  that 
35  of  the  sample  borrowers  received  guaranteed  loans  totaling  about 
$10.1  million  of  which  about  $8  million  was  used  to  refinance  existing  loans 
owed  to  the  guaranteed  lenders.  In  addition,  lenders  inflated  appraised 
values  of  real  estate  security,  improperly  serviced  collateral  property,  and 
did  not  promptly  liquidate  assets  and  file  estimated  loss  claims  when 
liquidation  was  anticipated.  FnHA  officials  agreed  to  establish  two  major 
task  forces  to  develop  a  strategy  for  a  comprehensive  lender  monitoring 
system. 

Over  $7  Million  In  Excess  Profits  and  Questionable  Costs  Inflate  Loan  Amounts 

Excessive  costs  and  profits  had  been  charged  to  Rural  Rental  Housing  projects 
because  borrowers,  while  acting  as  the  general  contractor,  had  used  other 
general  contractors  to  construct  the  projects.  Also,  borrowers  used  related 
party  subcontractors  which  were  merely  "shell"  companies  designed  to  Increase 
profits  for  borrowers.  Four  of  10  borrowers  reviewed  had  Inflated 
construction  costs  by  $541,000.  In  addition,  the  audit  disclosed  $6.1  million 
In  variances  between  estimated  and  actual  costs  that  were  unsupported. 
FmHA  officials  have  agreed  to  strengthen  the  program  through  a  series  of 
regulation  changes. 

Inadequate  Controls  Over  Accrued  Interest  on  Guaranteed  Loan  Repurchases 

Internal  controls  were  not  prescribed  that  would  ensure  FmHA  required  holders 
to  surrender  the  guaranteed  portion  of  loans  after  a  decision  to  liquidate  had 
been  made  by  the  lender.  In  addition,  controls  were  not  prescribed  to  prevent 
the  payment  of  Interest  to  holders  after  90  days  after  their  demand  on  lenders 
to  repurchase  the  guaranteed  portion  of  loans.  Between  October  1,  1987,  and 
January  31,  1991,  FmHA  paid  $3.5  million  In  excess  Interest  on  175  loans. 
FmHA  could  save  $1  million  annually  In  Interest  costs  In  cases  of  borrower 
default  by  making  earlier  demands  for  loan  notes  held  by  third  parties. 

FmHA  officials  agreed  to  limit  interest  to  90  days  from  either  the  earlier  of 
the  holder's  demand  upon  the  lender  for  repurchase  or  the  date  of  FmHA's 
demand  upon  the  holder  for  surrender  of  the  note. 

ACCOUNTING  AND  FINANCIAL  MANAGEMENT 

Eight  USDA  Financial  Statements  Audited:  One  Qualified  and  Two  Adverse 
Opinions  Issued 

As  required  by  the  Chief  Financial  Officers  Act  of  1990,  we  completed  eight 
financial  statement  audits.  We  Issued  unqualified  (clean)  opinions  on  the 
FY  1991  financial  statements  for  CCC,  FmHA,  the  Federal  Crop  Insurance 
Corporation  (FCIC),  the  Rural  Electrification  Administration,  and  the  Rural 
Telephone  Bank. 

We  gave  a  qualified  opinion  on  FNS'  financial  statements  because  we  could  not 
validate  the  accounts  receivable  balance  and  the  associated  provision  for 
loss.  We  Issued  an  adver   opinion  on  FS'  financial  statements  because  FS  did 
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not  have  an  Integrated  accounting  system  which  allowed  uniform  processing  of 
FS  transactions.  We  issued  an  adverse  opinion  on  USDA's  consolidated 
financial  statements  because  accounting  standards  were  applied  Inconsistently 
and  incorrectly,  accounting  records  were  not  always  sufficient  to  support 
account  balances,  and  account  balances  themselves  contained  errors  and 
omissions. 

AUTOMATED  DATA  PROCESSING  (ADP)  SYSTEMS 

Audits  In  Several  Agencies  Disclosed  Vulnerable  Computer  Systems 

We  performed  computer  system  security  and  control  audits  in  SOS,  FCIC,  FmHA, 
and  at  USDA's  National  Computer  Center.  These  systems  process  billions  of 
dollars  in  payments  and  loans  and  contain  data  critical  to  the  operations  of 
the  agencies.  We  identified  weaknesses  that  would  allow  access  by 
unauthorized  users  to  sensitive  files  and,  in  fact,  allowed  us  to  penetrate 
the  SCS,  FCIC,  and  FmHA  systems  even  after  personnel  In  SCS  and  FCIC  were 
Informed  of  possible  penetration  attempts.  Officials  in  these  agencies  are 
implementing  corrective  action  In  response  to  the  recommendations  we  made. 

Improvements  Needed  In  the  Operations  and  Security  of  USDA's  National  Finance 
Center 

During  FY  1992,  we  completed  four  audits  of  systems  and  operations  at  USDA's 
National  Finance  Center  (NFC).  We  identified  material  Internal  control 
weaknesses  in  NFC's  Integrated  Database  Management  System  that  allowed  us  to 
gain  unauthorized  access  to  sensitive  Information.  General  ledger  adjustments 
and  suspense  account  transactions  were  not  supported  by  adequate  audit  trails 
or  documentation,  and  the  process  for  Implementing  corrective  action  on  audit 
recommendations  was  not  as  effective  as  It  could  be. 

We  also  Identified  material  weaknesses  in  NFC's  general  Interna!  control 
structure.  The  general  control  structure  was  Inadequately  documented,  lacked 
control  objectives  and  techniques,  and  did  not  comply  with  the  requirements  of 
the  Office  of  Management  and  Budget  and  the  General  Accounting  Office.  Also, 
material  general  ledger  adjustments  were  made  without  user  authorization  or 
approval ,  and  ADP  program  changes  were  not  adequately  documented  or 
controlled.  These  recommendations  are  currently  being  reviewed  by  NFC. 

FARM  PROGRAMS 

Payment  Limitation  Rules  Continue  to  be  Violated 

Producers  continued  to  evade  ASCS  payment  limitation  rules.  For  example. 
Individual  producers  (husband  and  wife)  formed  partnerships  that  were  'paper" 
entitles  only  In  order  to  increase  the  number  of  'persons*  to  receive 
payments.  This  case  resulted  In  Improper  payments  of  about  SI  million  for 
1988-1990.  We  recommended  that  the  1988-1990  payments  plus  payments  for  1991 
of  about  $400,000  be  recovered. 

ASCS  determined  that  formation  of  the  'paper'  entitles  constituted  a  scheme 
or  device  to  evade  the  payment  limitation  and  established  claims  for  the 
1988-1990  program  years.  All  1991  payments  were  withheld. 

One  State  Overpaid  SI. 3  Million  in  Disaster  Assistance  Payments 

Of  $3.1  million  in  1989  cucumber  disaster  assistance  payments  audited  in  one 
State,  we  found  overpayments  totaling  almost  $1.3  million.  These  overpayments 
resulted  from  false  certifications  by  producers,  incorrect  yield  amounts 
assigned  by  counties,  and  procedural  errors  committed  by  ASCS  personnel.  In 
one  county,  county  committee  members  and  their  relatives  specifically 
benefited  from  the  errors.  ASCS  agreed  with  the  report  recommendations  and  is 
in  the  process  of  taking  corrective  action  on  the  overpayments  reported. 
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ASCS  Needs  to  Improve  Program  Operations  in  One  State 

At  the  request  of  the  ASCS  National  Office,  we  performed  a  review  of  program 
operations  in  one  State.  This  request  was  prompted  by  allegations  that  ASCS 
programs  were  not  being  properly  administered  in  some  county  offices.  As  a 
result  of  our  review,  we  questioned  a  number  of  program  decisions  made  by  both 
State  and  county  officials.  These  decisions  did  not  fully  comply  with  ASCS 
regulations  and  resulted  in  improper  payments  to  producers,  including 
overpayments  totaling  about  $1.6  million.  One  major  source  of  the  Improper 
payments  involved  excessive  cost-share  rates  for  Conservation  Reserve  Program 
practices.  We  also  found  a  potential  conflict  of  Interest  regarding  the  State 
Executive  Director  (SEO).  The  SED  was  part  owner  of  a  company  that  had 
business  dealings  with  ASCS  program  participants.  Although  we  did  not  find 
any  evidence  that  the  SED  benefited  improperly  from  the  business  connection, 
we  concluded  that  the  connection  presented  the  appearance  of  a  conflict  of 
interest. 

ASCS  agreed  with  the  findings  and  recommendations.  However,  officials  there 
did  not  believe  the  SED's  business  situation  constituted  a  conflict  of 
interest,  but,  because  of  the  appearance  of  a  conflict,  they  will  determine 
whether  the  SED  should  give  up  any  Interest  In  the  business. 

MARKET  DEVELOPMENT 

Exporters  Receive  Excessive  Bonuses 

The  Export  Enhancement  Program  (EEP)  allows  the  Foreign  Agricultural  Service 
(FAS)  to  make  U.S.  agricultural  coaaodltles  competitive  In  the  world  market  by 
paying  exporters  the  difference  between  the  high  purchase  price  U.S.  producers 
charge  and  the  low  sales  price  foreign  markets  bring.  Under  EEP,  the  payment 
is  called  a  "bonus." 

We  reviewed  87  EEP  bonus  agreements  and  found  that  11  had  been  Improperly 
reviewed,  resulting  In  ineligible  or  questionable  bonuses  of  about 
$1.8  million.  In  addition,  two  exporters  we  visited  submitted  to  FAS 
erroneous  information  or  altered  docifl»nts  resulting  In  Improper  bonuses 
totaling  about  $2.1  million. 

FAS  has  agreed  to  keep  Its  market  pricing  data  current  and  periodically  review 
EEP  agreements  with  exporters  during  compliance  reviews.  One  exporter  Is 
under  criminal  Investigation  for  submitting  false  Information  to  the 
Government. 

MANAGEMENT/CONTROL  OF  ENVIRONHEWTAL  HAZARDS 

Agencies'  Facilities  Compliance  Efforts  Audited  to  Improve  Departmental 
Management  of  Hazardous  Waste  Program 

Executive  Order  12088  requires  Federal  agencies  to  ensure  that  facilities 
under  their  Jurisdiction  comply  with  Federal,  State,  and  local  guidelines  for 
the  control  and  abatement  of  environmental  pollution.  USDA  agencies  are 
responsible  for  the  compliance  of  owned  and  leased  facilities  that  Include 
over  170  million  acres  of  land  and  more  than  21,000  buildings.  Beginning  in 
FY  1988,  the  Department  consolidated  Its  annual  funding  requirements  for 
compliance  and  cleanup  efforts  Into  a  single  appropriation,  the  Hazardous 
Waste  Program.  Coordination  of  the  program  was  established  within  the  Office 
of  the  Assistant  Secretary  for  Administration  as  a  means  to  better  manage 
hazardous  materials  compliance  and  more  efficiently  carry  out  hazardous  waste 
cleanup.  Through  FY  1992,  the  program  obligated  more  than  $50  million. 

This  past  year,  OIG  reviewed  the  planning,  obligating,  and  reporting  of 
program  costs  and  activities,  assessed  the  status  of  compliance  efforts  at 


222 


USDA  laboratories,  and  evaluated  agencies'  use  of  interagency  agreements  to 
obtain  technical  assistance.  Our  audits  disclosed  that  the  program  was  in 
need  of  guidance  and  oversight  to  ensure  that  agencies  would  meet  their 
environmental  protection  obligations  on  a  timely  basis.  The  Assistant 
Secretary  has  agreed  to  improve  agency  inspections,  increase  monitoring,  and 
assist  agencies  in  obtaining  the  technical  assistance  they  need  to  complete 
these  requirements. 

INSURANCE 

Improper  Servicing  Continues  to  Cause  Excessive  Indemnities 

Improper  coverage  and  adjustments  resulted  in  $1.5  million  in  excess 
indemnities.  We  reviewed  16  claims  covering  8  different  crops  in  10  States, 
each  having  a  claim  in  excess  of  $90,000.  In  calculating  the  losses,  the 
agents  Insured  crops  on  acreage  that  was  Ineligible  for  FCIC  insurance 
coverage,  used  incorrect  actuarial  classifications,  and  allowed  changes  in 
prices  and  acreage  after  dosing  deadlines.  Loss  adjusters  made  errors  in 
determining  eligible  production-to-count  and  did  not  always  verify  Insured 
acreage. 

Two  other  reports  Identified  overpayments  totaling  $334,000.  One  large  ranch 
was  overpaid  $224,000  In  Indemnity  payments  because  the  reinsured  company  used 
the  Incorrect  yields  for  new  cropland  brought  Into  production.  Three  soybean 
producers  obtained  over  $110,000  In  crop  Insurance  benefits  by  incorrectly 
reporting  production.  The  producers  harvested  soybeans  from  Insured  acres  and 
sold  them  under  the  names  of  an  employee  and  friend.  These  producers  also 
received  proceeds  totaling  about  $27,000  over  a  3-year  period  from  sales  of 
3,900  bushels  of  soybeans  that  were  not  reported  to  the  Insurance  adjuster  for 
loss  purposes. 

INVESTIGATIONS  ACCOMPLISHMENTS 

FOOD  AND  NUTRITION  SERVICE 

In  FY  1992,  OIG  issued  918  reports  of  Investigation  relating  to  FNS  programs, 
including  901  relating  to  the  Food  Stamp  Program  (FSP).  Overall  monetary 
results  exceeded  $11.4  ffllllion,  which  Included  over  $2.1  million  In 
restitutions,  over  $8  nillion  in  recoveries/collections,  fines  In  excess  of 
$800,000,  and  over  $220,000  in  administrative  penalties.  Examples  of  these 
cases  are  set  forth  below. 

Food  Stamp  Program 

•  Two  owners  and  the  president  of  a  wholesale  meat  firm  pled  guilty  to 
charges  of  illegally  acquiring  and  redeeming  over  $82  million  In  food 
stamps.  This  case  represents  the  largest  food  stamp  fraud  since  the 
program  was  established  in  1964.  In  the  1970's,  the  businessmen  obtained 
USDA  authorizations  to  participate  in  FSP  for  their  wholesale  meat  company 
and  a  small  retail  grocery  store.  However,  in  1982,  authorizations  for 
most  wholesale  firms.  Including  their  firm,  were  withdrawn  in  an  effort 
to  reduce  food  stamp  fraud.  Our  investigation  found  that  the  businessmen 
continued  to  accept  approximately  $82.2  nillion  in  food  stamps  in  their 
wholesale  store  from  1982  until  it  was  raided  by  016  special  agents  In  July 
1991.  The  businessmen  redeemed  the  food  stamps  at  a  bank  using  the 
authorization  of  their  small  retail  grocery  store  even  though  that  store 
had  been  closed  as  a  retail  store  since  the  m1d-1980's.  The  investigation 
found  many  of  the  wholesaler's  customers  were  not  authorized  to  accept  food 
stamps  from  recipients;  several  others  were  stores  which  had  been 
disqualified  from  FSP  for  violating  the  Program's  provisions.  Including 
buying  food  stamps  for  cash.  The  investigation  Is  continuing. 


223 


•  The  2  owners  of  a  small  sandwich  shop  and  140  food  stamp  recipients  were 
charged  with  theft  by  deception  and  food  stamp  fraud  in  connection  with 
their  activities  involving  the  Electronic  Benefit  Transfer  (EBT)  System. 
This  was  the  first  major  investigation  involving  the  EBT  system.  This 
system  will  enable  Government  agencies  to  deliver  food  stamp  benefits  to 
recipients  via  the  use  of  electronic  technology,  thus  eliminating  food 
stamp  coupons  and  retailer  redemption  certificates.  From  June  1988 
through  September  1991,  the  shop  owners  conducted  food  stamp  transactions 
via  the  EBT  system  with  601  different  food  stamp  recipients.  The 
investigation  found  that  at  least  313  of  those  601  recipients  Illegally 
sold  some  or  all  of  their  benefits  to  the  store  owners  for  cash. 
Recipients  who  sold  their  benefits  normally  received  65  to  70  percent  of 
the  face  value  of  the  benefits  in  cash.  We  estimate  the  store  owners 
defrauded  FSP  of  approximately  $122,000.  The  two  owners  have  pled  guilty 
to  theft,  conspiracy,  and  food  stamp  trafficking.  To  date,  100  of  the  140 
food  stamp  recipients  have  pled  guilty.  Judicial  proceedings  against  the 
remaining  recipients  are  continuing. 

•  The  Federal  Trade  Commission  took  further  action  based  on  an  earlier  OIG 
investigation  of  bid  rigging  In  the  Women,  Infants,  and  Children  (WIC) 
program  in  Puerto  Rico.  As  a  result,  two  manufacturers  of  Infant  formula 
reached  a  settlement  for  unfair  bidding  practices.  The  charges  against  the 
manufacturers  related  to  their  bidding  practices  In  the  1990  WIC  contract 
to  Puerto  Rico  to  provide  formula  to  more  than  40,000  Infants.  Allegations 
that  the  manufacturers  colluded  on  their  bids  to  ensure  that  each  would  get 
a  portion  of  the  contract.  Under  the  settlement,  the  two  manufacturers 
agreed  to  provide  USDA  with  3.6  nillion  pounds  of  Infant  formula  as 
restitution.  A  third  manufacturer  is  facing  a  hearing  on  sinilar  charges. 

FARMERS  HOME  ADMINISTRATION 

In  FY  1992,  OIG  issued  250  reports  of  investigation  concerning  FmHA  programs 
and  operations.  Monetary  results  for  FmHA  exceeded  $6.7  Billion  and  included 
over  $5.7  million  in  recoveries/collections  and  $900,000  in  restitutions. 
Examples  of  these  cases  are  set  forth  below. 

•  An  FmHA  borrower  was  convicted  of  filing  false  statements  with  FmHA  to 
obtain  a  writedown  on  over  $540,000  In  outstanding  debt.  The  borrower,  who 
had  not  made  any  payments  to  FmHA  since  1985  on  several  disaster  and 
operating  loans,  falsified  her  application  for  the  writedown  by  reporting 
only  $1,500  cash  on  hand  and  understating  other  assets.  The  investigation 
disclosed  that  the  borrower  had  over  $65,000  in  savings  and  investment 
accounts.  During  a  search  of  the  borrower's  residence,  over  $23,000  in 
cash,  cashier's  checks,  and  traveler's  check  receipts  were  discovered 
hidden  under  a  bed.  Furthermore,  $34,000  In  cash,  several  automobiles^ 
some  farm  equipment,  and  other  assets  had  been  transferred  to  the 
borrower's  mother  in  an  attempt  to  keep  FmHA  from  finding  them. 

f  As  the  result  of  an  OIG  Investigation,  an  engineer,  his  corporation,  and 
one  employee  were  charged  in  a  10-count  indictment  with  conspiring  to 
defraud  the  Government,  making  false  statements,  violating  the  Clean 
Water  Act,  and  engaging  in  mail  fraud.  The  Investigation  Involved  a 
$3.2  million  FmHA-financed  wastewater  disposal  project  for  a  town  In 
one  State.  The  site  the  engineer  selected  as  the  effluent  spray 
field  was  not  suitable  and  would  not  have  been  approved  by  the  State  had 
the  engineer  reported  the  correct  data  showing  the  proximity  of  the 
groundwater  table  and  of  neighboring  wells  containing  potable  water. 
Also,  the  engineer  '<ad  pipes,  a  culvert,  and  swales  installed  to  drain 
runoff  and  effluen.  into  nearby  wetlands  and  Federal  waters.  The  employee 
pled  guilty  to  violating  the  Clean  Water  Act.  The  engineer  pled  guilty  to 
violating  the  Clean  Water  Act,  making  false  statements,  and  mall  fraud. 
The  corporation  was  ordered  to  pay  restitution  of  $72,000  to  FmHA  and  the 
town  involved. 
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AGRICULTURAL  STABILIZATION  AND  CONSERVATION  SERVICE 

In  FY  1992,  GIG  Issued  93  reports  of  Investigation  for  ASCS  with  monetary 
results  totaling  more  than  S19.6  million.  Included  In  this  amount  were 
recoveries/collections  of  over  $3.7  million,  restitutions  exceeding 
$2.6  million,  costs  avoided  in  excess  of  $800,000  and  administrative  penalties 
of  $12.3  million.  The  following  are  some  examples  of  these  cases. 

•  As  the  result  of  an  GIG  investigation,  a  farmer  pled  guilty  to  making  false 
claims  to  ASCS  for  1989  cotton  disaster  payments.  The  farmer  falsely 
identified  the  farms  of  origin  of  his  harvested  cotton,  making  it  appear 
that  his  cotton  crop  was  smaller  than  normal.  The  farmer  claimed  over 
$200,000  in  1989  disaster  payments,  but  the  scheme  was  discovered  before 
the  payments  were  made.  The  fanner  did  receive  $75,000  In  ASCS  advance 
deficiency  payments,  but  he  was  also  found  to  be  ineligible  for  these 
because  he  used  improper  planting  patterns.  As  part  of  the  plea  agreement, 
the  farmer  repaid  ASCS  $83,000  for  the  advance  payments  and  accrued 
interest.  Had  this  scheme  not  been  detected,  the  fanner  would  have 
received  an  additional  $150,000  in  FCIC  indemnity  payments. 

•  As  the  result  of  an  GIG  investigation,  one  farmer  was  sentenced  to 

21  months  in  prison  and  ordered  to  pay  over  $250,000  in  restitution  to  CCC. 
The  fanner  admitted  making  false  statements  to  obtain  CCC  loans  by 
pledging  grain  that  did  not  exist  as  loan  collateral.  The  farmer  had 
previously  been  convicted  in  Federal  court  of  making  false  statements  on  a 
Farm  Credit  Administration  loan  application  and  had  served  6  months  in 
prison  on  that  charge. 

FOOD  SAFETY  AND  INSPECTION  SERVICE 

In  FY  1992,  GIG  Issued  32  reports  of  investigation  for  FSIS.  Monetary 
results,  principally  fines,  exceeded  $1.1  million.  Examples  of  these  cases 
are  set  forth  below. 

•  As  the  result  of  a  joint  GIG/FSIS  compliance  investigation,  a  meat- 
processing  firm  and  its  former  officials  have  been  fined  a  total  of 
$2  million  for  offering  bribes  to  USDA  inspectors,  adulterating  ham 
products  with  excessive  water,  and  falsifying  records  during  a  12-year 
period.  The  penalty  Is  part  of  the  largest  combined  fine  ever  recorded 
for  violating  the  Federal  Heat  Inspection  Act.  In  the  last  of  a  series 
of  court  actions  dating  to  1989,  the  former  president  of  the  firm  was 
sentenced  to  2  years  in  prison  with  all  but  6  months  suspended  and  a 
$500,000  fine.  Two  other  officials  of  the  firm  were  each  previously 
sentenced  to  6  months  at  a  community  treatment  center  and  fined  $250,000. 
The  firm  was  fined  $1  million.  Four  USDA  inspectors  were  convicted  of 
accepting  bribes.  The  president  and  two  other  officials  sold  their 
Interests  in  the  company  as  part  of  a  plea-bargaining  agreement. 

•  A  Federal  Judge  imposed  a  $71,660  fine  on  a  company  after  firm  officials 
pled  guilty  to  felony  charges  of  selling  adulterated  meat.  Gur 
investigation,  conducted  jointly  with  FSIS  compliance  officers,  found 
that  the  company  mixed  lamb  fat  and  trimmings  Into  ground  meat  and  misrep- 
resented the  product  as  100-percent  beef.  A  total  of  216,000  pounds 

of  this  adulterated  product  was  sold  to  retail  establishments.  In  addition 
to  the  company's  fine,  the  two  owners  were  fined  $5,000  each. 

FEDERAL  CROP  INSURANCE  CORPORATION 

In  FY  1992,  GIG  issued  31  reports  of  Investigation  for  FCIC  with  monetary 
results  in  excess  of  $900,000.  Included  in  this  amount  were  over  $50,000  in 
fines,  over  $270,000  in  restitutions,  and  almost  $500,000  in  costs  avoided. 
The  following  is  an  example  of  one  of  these  cases. 
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•  The  owner  of  a  crop  insurance  firm  in  one  State,  who  at  one  time  was  an 
employee  of  FCIC,  pled  guilty  to  conspiring  to  defraud  FCIC.  Our 
investigation  found  that  the  owner  submitted  approximately  $156,000  in 
false  crop  insurance  claims  and  received  approximately  $29,000  in 
kickbacks  from  an  insured  farmer  who  conspired  with  him  in  the  schemes. 

FOREIGN  AGRICULTURAL  SERVICE 

In  FY  1992,  OIG  issued  six  reports  of  investigation  for  FAS  with  monetary 
results  in  excess  of  $11.2  million.  Included  in  this  amount  were  over 
$6.6  million  in  restitutions,  almost  $2.8  million  in  recoveries/collections 
and  over  $1.7  million  in  avoided  costs.  An  example  of  one  of  these  cases  is 
set  forth  below. 

•  A  U.S. -based  trading  company  was  sentenced  to  making  false  statements  to 
FAS.  The  trading  company  caused  FAS's  export  credit  guarantees  to  be 
inflated  by  Including  "after  sales  services"  payments  in  the  port  value  of 
the  export  credit  sale.  (Port  value  is  the  total  value  of  the  export 
credit  sale  less  any  discounts  or  allowances;  FAS  bases  Its  guarantee  on 
port  value.)  The  "after  sales  services"  payments  were  provided  to  an 
agency  of  the  Government  of  Iraq,  which  has  now  defaulted  on  Its  payments 
for  the  sales.  The  trading  company  was  sentenced  to  pay  $8.3  nil 11 on  In 
restitution  which  represents  the  amount  of  guarantees  containing  the  "after 
sales  services."  The  trading  company  was  also  fined  $10,000,  the  maximum 
under  the  law.  A  division  of  the  trading  company  and  three  Individuals 
responsible  for  authorizing  the  "after  sales  services"  payments  were 
debarred  from  Government  programs  for  up  to  3  years. 
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OFFICE  OF  THE  INSPECTOR  GENERAL 
Passenger  Motor  Vehicles 


The  Fiscal  Year  1994  Budget  Estimate  does  not  include  the  purchase  of 
additional  passenger  vehicles. 

The  Office  of  Inspector  General  (GIG)  owns  20  vehicles  (16  vans,  2  small 
trucks,  and  2  sedans).  This  figure  includes  a  sedan  and  pickup  truck 
which  were  seized  and  forfeited  to  the  Government  as  the  result  of  OIG 
investigations.  Two  vans  were  purchased  and  are  being  outfitted  for 
surveillance  purposes.  The  agency  utilizes  these  vehicles  for  law  enforcement 
activities  during  undercover  operations  to  obtain  evidence  for  prosecutions. 
OIG  has  installed  specialized  law  enforcement  equipment  such  as  radios, 
cameras,  and  video  equipment  in  these  surveillance  vehicles.  Examples  of 
these  investigations  include  the  controlled  exchange  of  USDA  Food  Coupons  for 
cash  or  contraband  and  observing  and  photographing  meat  plant  slaughtering  and 
selling  dead  or  adulterated  livestock  to  the  public.  OIG  must  have  such 
operational  capabilities  and  equipment  to  fulfill  the  statutory  criminal 
investigative  responsibilities  specified  in  the  Inspector  General  Act  of  1978 
and  other  related  Congressional  Acts. 

Age  and  mileage  data  for  passenger  carrying  vehicles  on  hand  as  of 
September  30,  1992  is  listed  below.  No  requests  for  additional  vehicles  are 
anticipated.  These  figures  do  not  include  vehicles  leased  from  GSA  or 
commercially  leased  under  GSA  approved  contracts. 
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Tuesday,  February  16,  1993. 

GENERAL  AGRICULTURAL  OUTLOOK 

WITNESSES 

KEITH    COLLINS,    ACTING    ASSISTANT    SECRETARY    FOR    ECONOMICS, 

DEPARTMENT  OF  AGRICULTURE 
JAMES  DONALD,  CHAIRMAN,  WORLD  AGRICULTURAL  OUTLOOK  BOARD 
JOHN  LEE,  ADMINISTRATOR,  ECONOMIC  RESEARCH  SERVICE 
STEPHEN      B.      DEWHURST,      BUDGET      OFFICER,      DEPARTMENT      OF 

AGRICULTURE 

Opening  Statement 

Mr.  Durbin.  Good  afternoon.  Welcome  to  the  first  session  before 
the  House  Appropriations  Subcommittee  on  Agriculture,  Rural  De- 
velopment, Food  and  Drug  Administration,  and  Related  Agencies,  in 
this  Congress. 

We  are  going  to  have  a  series  of  hearings  inviting  people  from 
the  USDA,  FDA  and  other  agencies  within  our  jurisdiction.  We 
will  also  invite  other  folks  from  time  to  time  to  talk  about  some  of 
the  issues  that  will  be  confronting  us  in  drawing  up  this  year's  ap- 
propriations bill. 

I  am  happy  to  be  joined  today  by  my  colleague  and  the  Minority 
Leader  on  this  Subcommittee,  Congressman  Joe  Skeen  of  New 
Mexico.  So,  I  am  looking  forward  to  working  with  you. 

Mr.  Skeen.  Always  a  pleasure  to  work  with  you,  as  long  as  you 
agree  with  me.  [laughter] 

Mr.  Durbin.  And  the  gentleman  from  Arkansas,  Ray  Thornton. 
We  all  want  to  be  your  friend,  Ray.  And  Congresswoman  Rosa  De- 
Lauro  from  Connecticut,  we  are  happy  to  have  her  join  us. 

The  first  testimony  today  will  be  on  a  subject  which  is  appropri- 
ate, the  general  agricultural  outlook.  And  we  are  joined  by  Acting 
Assistant  Secretary  for  Economics  at  the  Department  of  Agricul- 
ture, Keith  Collins;  Jim  Donald,  Chairman  of  the  World  Agricul- 
tural Outlook  Board;  John  Lee,  Administrator  of  the  Economic  Re- 
search Service;  and  the  long-suffering  and  indefatigable  Budget  Of- 
ficer at  the  Department  of  Agriculture,  Steve  Dewhurst. 

Mr.  Collins,  welcome  to  the  Subcommittee.  I  see  we  are  joined  by 
the  Congressman  from  Arizona,  Mr.  Pastor. 

We  just  got  word  from  Mr.  Walsh,  a  new  Member  of  the  Subcom- 
mittee, he  is  snowed-in  in  Syracuse. 

At  this  point  in  the  record  we  will  insert  Mr.  Collins'  biographical 
sketch. 

[The  biographical  sketch  follows:] 

Biography  of  Keith  J.  Collins 

Mr.  Collins  is  Acting  Assistant  Secretary  for  Economics  and  Director,  Economic 
Analysis  Staff,  U.S.  Department  of  Agriculture  (USDA).  The  Economic  Analysis 
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Staff  is  responsible  for  economic  analysis  of  farm  programs,  regulations,  and  legisla- 
tive proposals.  He  was  previously  a  Deputy  Division  Director  in  the  Economic  Re- 
search Service,  USDA.  Mr.  Collins,  a  member  of  the  Senior  Executive  Service,  re- 
ceived the  Presidential  Rank  Award  in  1990. 

Mr.  Collins,  a  native  of  Connecticut,  holds  degrees  from  Villanova  University  and 
the  University  of  Connecticut  and  a  Ph.D.  in  economics  and  statistics  from  North 
Carolina  State  University.  He  has  been  employed  by  USDA  for  16  years. 

Mr.  Collins.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  DuRBiN.  Mr.  Myers  of  Indiana  has  just  joined  us.  He  has  a 
farm  which  is  the  subject  of  most  of  our  hearings.  If  there  is  a 
drought  anjrwhere  in  America,  it  hits  his  farm  first. 

Mr.  Myers.  How  to  raise  rice  in  Indiana,  and  once  in  a  while  it  is 
converted  over  to  dryland  rice. 

Mr.  DuRBiN.  It  is  a  permanent  disaster. 

Mr.  Collins,  proceed. 

Mr.  Collins.  Thank  you. 

STATEMENT  OF  THE  ACTING  ASSISTANT  SECRETARY 

Mr.  Chairman,  Members  of  the  committee,  I  have  provided  a 
statement.  Attached  to  it  is  a  75-page  statistical  appendix  which  we 
have  traditionally  provided  the  committee  each  year.  That  includes 
forecasts  approved  by  our  World  Agricultural  Outlook  Board  and  a 
range  of  economic  and  market  indicators  that  are  prepared  in  the 
Economic  Research  Service. 

I  would  like  your  permission  to  submit  that  for  the  record  and 
just  briefly  review  my  testimony. 

Mr.  DuRBiN.  Without  objection,  it  will  be  added  to  the  record.  We 
appreciate  your  summation. 

[Clerk's  note. — The  prepared  statement  appears  on  pages  299 
through  315  and  the  statistical  appendix  appears  on  pages  316 
through  393.] 

Mr.  Collins.  I  hope  that  will  be  a  useful  reference  for  you  as  you 
go  down  this  difficult  path  over  the  next  several  months  involved 
with  resource  allocation  within  the  USDA. 

I  have  also  provided  each  of  you  with  a  short  package  which  has 
some  State  facts  related  to  your  State.  Again,  those  come  out  of  our 
outlook  program.  It  provides  some  information  on  debts,  assets  and 
so  on  for  each  of  your  respective  States. 

At  this  point  I  would  also  like  to  ensure  that  you  are  aware  that 
we  are  happy  to  help  you  in  any  way.  If  you  desire  additional  infor- 
mation on  the  agricultural  economy,  if  there  is  anj^hing  we  can  do 
for  you,  please  let  me  know  or  have  your  staff  give  us  a  call  and  we 
will  be  happy  to  do  whatever  analysis  you  desire. 

AGRICULTURAL  ECONOMY 

I  would  like  to  open  with  a  brief  definitional  point  about  the  ag- 
ricultural economy.  Sometimes  we  hear  that  agriculture  in  Amer- 
ica is  pretty  small,  and  sometimes  we  hear  that  in  the  context  of 
the  size  of  the  USDA.  Indeed,  I  can  make  that  case  by  looking  at  a 
number  of  statistics.  If  you  look  at  the  gross  domestic  product  that 
originates  on  farms,  if  you  look  at  farm  employment,  farm  popula- 
tion, farm  debt,  farm  investment  and  farm  payments,  any  of  those 
things  as  a  percent  of  the  national  total,  the  total  GDP  or  the  total 
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Federal  expenditure  of  the  government,  any  of  those  items  I  men- 
tioned is  less  than  2  percent  of  the  national  total. 

And  so  you  can  make  a  case  from  those  statistics  that  agricul- 
ture is  small.  But  I  would  say  that  those  statistics  mischaracterize 
the  scope  of  U.S.  agriculture,  and  in  fact  the  obligations  of  the  De- 
partment of  Agriculture.  When  you  look  at  farm  supply  industries, 
the  industries  that  supply  our  farms,  the  food  processing  indus- 
tries, merchandising,  retailing,  wholesaling,  if  you  put  all  of  those 
together  in  what  we  call  the  food  and  fiber  system,  you  get  a  differ- 
ent picture  of  American  agriculture. 

Today,  the  food  and  fiber  system  accounts  for  about  16  percent  of 
the  nation's  gross  domestic  product,  17  percent  of  our  employment, 
in  fact  our  farm  exports  alone  account  for  over  800,000  jobs  in 
America.  Farm  exports  account  for  12  percent  of  total  U.S.  exports 
of  everything.  And  the  food  and  fiber  expenditures  of  consumers 
account  for  17  percent  of  all  of  their  expenditures. 

So  having  five  new  Members  on  your  committee,  I  thought  it 
might  be  helpful  to  open  today  with  this  scope  of  the  American  ag- 
ricultural economy.  I  think  it  will  help  provide  some  perspective  on 
the  outlook  itself. 

With  that,  I  would  like  to  turn  to  the  outlook  for  American  agri- 
culture and  focus  on  just  five  areas  that  are  profiled  in  this  large 
package  that  I  sent  you. 

The  five  areas  would  be  the  overall  economy;  agricultural  ex- 
ports; commodity  markets  themselves;  farm  income  and  balance 
sheet  data;  and  lastly,  some  farm  program  developments. 

OVERALL  ECONOMY 

Let  me  start  with  the  overall  economy.  If  we  look  at  gross  domes- 
tic product,  the  growth  of  the  economy  in  1993,  we  think  that  that 
will  exceed  1992's  growth,  which  was  2.1  percent.  This  year  may 
exceed  last  year  by  about  a  percentage  point.  That  will  increase  farm 
product  demand  for  products  like  milk  and  meat.  At  the  same 
time,  because  of  excess  capacity,  we  think  inflation  will  remain 
low,  and  interest  rates  will  remain  low. 

Farm  interest  rates  by  some  measures  are  right  now  at  about  a 
30-year  low,  and  that  has  been  very  important  to  keeping  the  cost 
side  down,  the  competitive  side  of  agriculture.  Interest  expendi- 
tures this  year  by  farmers  will  be  less  than  $14  billion.  That  is 
down  $1  to  $2  billion  from  two  years  ago.  It  is  down  $6  billion  from 
the  mid-1980s.  So  fiscal  policy  and  monetary  policy  are  very  impor- 
tant to  the  cost  side  of  American  agriculture. 

Although  the  rural  economy  continues  to  have  lower  incomes 
than  the  urban  economy  and  the  poverty  rates  are  higher  in  rural 
America,  there  is  an  economic  recovery  that  is  happening  faster 
there  than  in  urban  America.  The  unemployment  rate  in  rural 
America  is  below  the  urban  rate. 

Now,  that  first  happened  in  1992.  The  previous  time  that  hap- 
pened was  in  1979.  So  that  is  a  fairly  unusual  development. 

The  employment  growth  from  late  1991  to  late  1992,  that  is  our 
most  recent  data,  in  rural  America  was  3.1  percent.  In  urban 
America  it  was  only  .2  percent.  So  something  is  going  on  in  the 
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rural  economy,  and  for  the  first  time  after  a  recession  we  are  get- 
ting a  faster  bounce  in  rural  America  than  in  urban. 

AGRICULTURAL  EXPORTS 

Let  me  turn  to  the  second  area  I  wanted  to  mention,  and  that  is 
agricultural  exports  which  of  course  have  been  and  continue  to  be 
a  driving  force  in  agriculture  well-being.  This  year,  fiscal  year 
1993,  we  project  agricultural  exports  at  $41.5  billion.  That  is  down 
about  $800  million  from  last  year.  The  drop  will  not  be  in  volume. 
Volume  will  be  about  the  same.  The  drop  will  be  in  value,  primari- 
ly value  of  grains,  value  of  oilseeds,  value  of  cotton. 

For  the  eighth  straight  year  the  high-value  product  exports  will 
increase,  and  for  the  third  straight  year  high-value  product  exports 
will  exceed  bulk  exports. 

One  concern  we  have  in  the  export  outlook  is  weak  economic 
growth  in  foreign  developed  economies.  The  rate  of  growth  in  the 
European  Community  this  year  may  be  only  about  a  half  a  per- 
cent. The  rate  of  growth  in  Japan,  roughly  2  to  2y2  percent,  which 
is  below  its  trend  growth  rate.  Those  slow  growth  rates  could  re- 
strain our  farm  sales,  particularly  for  high-value  products,  and  also 
affect  the  economic  recovery  that  is  going  on  right  now. 

A  second  concern  we  have  relates  to  the  former  Soviet  Union. 
The  former  Soviet  Union  nations  have  accounted  for  about  20  per- 
cent of  our  grain  exports  over  the  last  five  years.  But  they  are  in 
great  turmoil,  as  you  know. 

In  1992,  the  gross  domestic  product  in  Russia  fell  20  percent.  The 
inflation  rate  for  the  year  was  about  1,500  percent.  It  is  now  run- 
ning at  an  annual  rate  of  well  over  2,000  percent. 

Their  arrearages  under  our  GSM  program  continue  to  mount. 
They  now  exceed  $300  million.  Everyone  looks  toward  the  Paris 
Club  reschedulings.  However,  we  don't  know  the  timing  of  that. 
Moreover,  the  effect  is  unclear. 

There  is  longer  term  promise  for  export  growth  through  the 
NAFTA  and  GATT  agreements.  Greater  market  access  and  strong- 
er economic  growth  that  would  come  from  those  agreements  we  be- 
lieve would  expand  exports  over  the  long  term. 

We  looked  at  the  NAFTA  agreement.  We  have  looked  at  a  GATT 
agreement  along  the  lines  of  the  November  20th  Blair  House  agree- 
ment. Under  both  of  those,  we  think  U.S.  exports  would  be  up  sev- 
eral billion  dollars  annually  after  implementation. 

COMMODITY  MARKETS 

Turning  to  the  third  area  I  wanted  to  cover,  commodity  markets, 
despite  fears  last  season  from  first  El  Nino,  later  Mount  Pinatubo, 
the  current  outlook  right  now  is  dominated  by  the  record  high 
yields  we  had  for  soybeans,  for  coarse  grains,  and  the  near  record 
yields  for  wheat  and  cotton  for  1992. 

For  grains,  global  production  is  up  this  season.  World  trade  is 
down.  If  you  look  across  the  board  our  export  share  of  wheat, 
coarse  grains  and  soybeans  are  all  up,  and  fairly  sharply.  That  is 
primarily  because  of  reduced  production  in  our  competitor  nations 
and  some  problems  with  quality  such  as  wheat  in  Canada. 
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For  wheat,  the  domestic  market  continues  very  tight.  Prices  this 
season  will  average  about  35  cents  a  bushel  higher  than  last 
season.  Our  carryover  stocks  on  June  1st  will  be  about  500  million 
bushels.  If  you  follow  stock  data,  you  know  that  is  a  historically 
tight  level  of  carryover  stocks.  Consequently,  we  have  reduced  the 
acreage  reduction  program  to  zero  percent  for  1993.  That  will  mean 
more  production  next  year.  That  will  mean  higher  stocks  and  a 
little  bit  lower  prices  for  wheat  for  the  1993-1994  season. 

For  corn,  carryover  corn  stocks  will  double.  The  prices  will  aver- 
age about  35  cents  a  bushel  lower  this  year.  For  1993,  reflecting  the 
huge  crop  we  had  in  corn,  we  raised  the  acreage  reduction  program 
to  10  percent.  That  will  bring  down  production,  assuming  a  normal 
yield.  That  will  bring  down  stocks,  but  probably  only  fairly  modest- 
ly, not  enough  to  have  more  than  a  moderate  effect  on  corn  prices 
in  the  1993-94  season. 

For  oilseeds,  we  had  the  second  largest  crop  of  soybeans  ever. 
There  was  reduced  early  season  competition  because  of  low  sup- 
plies in  Brazil,  and  the  European  Community  came  back  into  the 
oilseeds  market  and  bought  more  oilseeds  from  us.  As  a  result,  soy- 
bean exports  are  expected  to  be  up  9  percent  this  year. 

Despite  that  increase,  soybean  stocks  will  still  rise.  Prices  for  the 
year  will  be  somewhere  between  5  and  20  cents  a  bushel  lower 
than  last  year's  prices. 

For  cotton,  we  have  faced  a  stagnant  world  market.  There  is  a 
lot  of  cotton  in  the  rest  of  the  world.  Increased  exports  from  China 
and  the  former  Soviet  Union  have  reduced  our  exports. 

The  bright  spot  has  been  domestic  use.  If  you  look  across  all  the 
commodity  markets,  meat  and  crops,  you  see  domestic  use  has  been 
a  bright  spot.  It  has  grown  quite  strongly  over  the  last  several 
years. 

For  cotton,  domestic  cotton  mill  use  is  running  at  the  highest 
rate  since  the  1950s.  For  1993,  the  acreage  reduction  program  has 
been  reduced  to  IV2  percent  and  we  expect  increases  in  both  pro- 
duction and  use  next  year. 

Turning  to  fruits,  nuts  and  vegetables,  farm  sales  are  expected  to 
rise  modestly,  about  2  percent  this  coming  year  so  that  total  sales 
will  be  about  $22.5  billion. 

Last  year  we  got  a  large  kick  in  horticultural  markets  from  ex- 
ports, which  were  up  14  percent.  This  year  we  expect  they  will  be 
up  again  but  by  a  much  smaller  amount. 

Briefly,  let  me  run  down  livestock  developments.  Meat  produc- 
tion in  1993  is  expected  to  be  up  3  percent.  That  will  be  record  pro- 
duction, a  little  slower  than  last  year's  growth. 

The  Nation's  cattle  herd  continues  to  rise  for  the  fourth  or  fifth 
year  running.  We  took  a  survey  of  feedlots  as  of  January  1st,  and 
cattle  on  feed  in  the  Nation's  feedlots  was  the  highest  level  since 
1979. 

As  a  result  of  that,  we  expect  about  2  percent  more  beef  produc- 
tion this  year  and  a  little  lower  beef  prices. 

For  pork,  lower  returns  will  reduce  the  rate  of  increase  in  pork 
production  which  last  year  was  very  large,  8  percent.  This  year  we 
think  it  might  be  half  that.  But  that  increase  is  still  going  to  be 
enough  to  keep  hog  prices  in  the  low  $40  per  hundred  weight. 
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For  poultry,  production  increases  are  also  likely  to  slow  but  with 
large  meat  supplies  across  the  board,  beef,  pork  and  poultry,  whole- 
sale poultry  prices  will  probably  remain  in  the  low  50  cents  per 
pound. 

Milk  surpluses  will  decline  a  little  this  season.  Commercial  use 
will  probably  exceed  production.  But  even  so,  we  had  high  prices 
last  year;  $13.26  a  hundred  weight  was  the  average  all-milk  price. 
This  year  prices  will  be  a  little  lower  than  that. 

FARM  INCOME  AND  BALANCE  SHEET 

Let  me  turn  to  the  fourth  of  the  five  areas  I  wanted  to  mention, 
which  is  the  income  and  balance  sheet  for  agriculture  as  a  whole  in 
1993.  Net  cash  farm  income  is  projected  at  $58  to  $64  billion.  Last 
year  it  was  $60  billion. 

On  the  receipt  side  for  agriculture  as  a  whole,  livestock  receipts 
will  fall.  Crop  receipts  will  remain  about  the  same.  Government 
payments  will  go  up,  jump  sharply,  probably  10  percent  or  more. 
So  we  will  be  a  little  bit  higher  on  the  receipt  side. 

On  the  expenses  side,  there  will  be  about  a  1  percent  increase  in 
expenses.  Acreage  planted  should  be  down  a  little  but  prices  for 
inputs  paid  should  be  up  a  little.  The  end  result  is  a  picture  of 
farm  income  not  a  lot  different  than  1992;  in  fact,  not  a  lot  differ- 
ent than  the  last  couple  of  years. 

Reflecting  this  stability  in  overall  income  we  see  little  change  in 
assets  and  little  change  in  farm  debts  as  a  whole. 

Our  Economic  Research  Service  does  a  financial  conditions  as- 
sessment of  farm  households  annually.  We  survey  21,000  farm 
households  every  January  and  February.  Our  most  recent  survey  is 
from  January  and  February  1992.  And  at  that  time,  we  had  4.6 
percent  of  the  Nation's  farms  classified  as  vulnerable  to  bankrupt- 
cy. That  means  they  had  high  debt-to-asset  ratios,  and  in  fact  their 
gross  farm  incomes  were  below  expenses. 

That  compares  with  about  10  percent  in  1986,  which  was  the  vul- 
nerability peak  since  we  started  keeping  that  data.  Despite  the 
halving  of  the  vulnerability  rate,  we  know  that  we  have  in  Amer- 
ica somewhere  in  the  neighborhood  of  200,000  farms  that  are  limit- 
ed opportunity  farms,  high  debts,  low  level  of  assets,  low  levels  of 
income,  and  that  for  those  farms,  their  future  economic  viability  is 
problematical. 

FARM  PROGRAM  DEVELOPMENTS 

The  last  area  I  wanted  to  mention  is  farm  program  performance. 
Farm  programs  are  working  as  envisioned  by  the  1990  Farm  and 
Budget  Acts.  They  are  helping  to  maintain  competitiveness.  They 
are  providing  flexibility  in  production.  We  know  about  8  million 
crop  base  acres  shifted  to  alternative  crops  under  the  flexibility 
provisions  last  year.  Farm  programs  are  maintaining  income  sup- 
port as  reflected  in  higher  farm  program  outlays  this  year. 

We  are  projecting  farm  program  costs  of  $17  billion  in  fiscal  year 
1993.  That  increase  is  due  to  higher  feed  grain  program  costs, 
higher  cotton  program  costs,  and  higher  export  subsidy  program 
costs.  But  a  sharp  decline  is  expected  in  fiscal  year  1994. 
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That  completes  the  points  that  I  wanted  to  cover.  I  think,  in 
summary,  we  see  a  stronger  U.S.  economy  in  1993,  some  risks  from 
slow  foreign  developed  country  growth  and  some  risks  from  the 
former  Soviet  Union  purchasing  problems. 

Farm  income  will  remain  about  the  same  as  it  has  been  over  the 
1990  through  1992  period.  Farm  prices  may  drop  for  a  number  of 
the  major  commodities.  But  production  costs  are  likely  to  remain 
fairly  stable. 

For  1993-94,  production  is  likely  to  decline  and  acreage  idle 
under  government  programs  will  rise  a  little.  That  will  help  reduce 
some  of  the  stock  increases  that  we  are  seeing  this  year. 

For  consumers,  food  prices  may  rise  a  little  faster  than  they  did 
in  1992  but  that  wouldn't  be  a  concern  because  in  1992  the  CPI  for 
food  was  the  lowest  it  has  been  in  25  years. 

That  completes  my  comments,  Mr.  Chairman.  I  would  be  happy 
to  try  and  answer  any  questions  you  or  the  other  Members  may 
have. 

RUSSIAN  DEBT 

Mr.  DuRBiN.  Thank  you. 

I  would  like  to  broach  the  initial  question,  because  it  is  one  that 
many  of  us  are  concerned  about.  So  I  would  like  to  open  this  up 
with  the  first  question.  Then  I  will  allow  every  Member  to  ask 
what  is  on  his  or  her  mind.  The  first  question,  of  course,  concerns 
the  Russian  debt  situation. 

Mr.  Skeen  of  New  Mexico  first  raised  this  in  a  meeting  a  week  or 
two  ago  and  it  was  a  very  timely  issue.  We  are  concerned  that  if 
Russia  stops  buying  U.S.  grain  because  of  their  inability  to  obtain 
credit,  it  could  increase  the  subsidy  payments  paid  by  our  govern- 
ment to  our  producers  because  of  further  decline  in  the  prices  that 
you  have  referred  to. 

Can  you  give  us  any  kind  of  analysis,  from  your  point  of  view,  of 
the  impact  of  our  failure  to  follow  through  with  the  Russian  grain 
sales  on  our  cost  that  you've  already  identified  as  being  $17  billion 
in  this  fiscal  year? 

Mr.  Collins.  Sure,  I  would  be  happy  to  try.  As  we  look  at  the 
current  market,  there  is  no  question  that  the  former  Soviet  Union 
is  a  critical  buyer  of  our  commodities.  Without  that  market  we 
would  have  higher  stocks,  lower  prices,  lower  farm  income,  and 
higher  government  payments. 

I  think  as  we  look  at  costs,  we  have  to  look  at  that  over  a  two- 
year  period.  Most  of  our  farm  program  payments  have  been  made 
on  the  1992  crops.  The  only  possible  payment  we  would  have  re- 
maining, other  than  loan  outlays,  would  be  if  corn  prices  got  so  low 
we  would  have  a  so-called  Finley  payment  after  12  months.  At  the 
moment  I  certainly  don't  foresee  that. 

If  we  don't  resume  sales  during  the  current  marketing  year,  the 
biggest  effect  would  probably  be  on  feed  grains.  We  have  shipped 
close  to  what  we  thought  we  might  ship  for  wheat.  Of  course,  the 
wheat  market  year  ends  at  the  end  of  May.  The  current  corn  mar- 
keting year  goes  on  through  to  September.  So  there  would  be 
higher  carryover  stocks  going  into  the  1993  seasons. 
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If  we  were  not  to  resume  sales  to  the  former  Soviet  Union,  the 
effect  would  really  depend  on  what  they  did  to  be  able  to  quantify 
that.  If,  for  example,  they  bought  nothing,  the  effect  would  be 
much  more  disastrous  on  us  than  if  they  were  to  buy  not  from  us 
but  from  other  suppliers.  And  in  fact  some  of  the  other  suppliers, 
as  you  well  know,  are  rapidly  moving  toward  providing  additional 
grains  to  the  former  Soviet  Union.  The  E.G.  and  the  French  are 
very  close  to  resuming  shipments  to  the  former  Soviet  Union. 

A  kind  of  a  worst-case  event  would  be  if  the  former  Soviet  Union 
were  not  able  to  service  their  debts  around  the  world  and  were  to 
be  cut  off  by  us  as  well  as  other  countries.  We  normally  might 
expect,  as  you  look  out  next  year,  to  export  somewhere  between  12 
to  15  million  tons  of  grain  to  the  former  Soviet  Union.  If  we  were 
not  to  make  those  exports,  if  we  were  to  lose  that  entire  amount, 
the  effect  on  market  prices  would  be  quite  substantial,  and  I  would 
think  that  deficiency  payments  would  rise  anjrwhere  from  $600  to 
$700  million  to  $1.3  to  $1.4  billion  on  the  1993  crops,  if  we  lost  that 
amount  of  exports.  That  assumes  we  couldn't  make  that  up  in 
other  markets  around  the  world. 

Mr.  DuRBiN.  So  we  are  dealing  with  about  a  $400  million  grain 
sale  outstanding,  and  the  potential  exposure  if  that  falls  through 
and  we  can't  find  other  markets.  Deficiency  payments  supported  by 
taxpayers  could  rise  as  high  as$1.3or$1.4  billion? 

Mr.  Collins.  I  think  that  is  the  deficiency  payment  exposure. 
The  $400  million,  I  am  not  sure  what  that  is. 

U.S.  GRAIN  PRICES 

Mr.  DuRBiN.  U.S.  grain  prices  have  been  slipping  because  of  con- 
cerns about  Russia's  debt  and  the  suspension  of  the  credit  program. 
If  the  credit  program  is  not  reinstated  or  a  program  that  would 
allow  the  movement  of  a  similar  quantity  of  grain  to  the  Former 
Soviet  Union,  what  impact  do  you  think  this  might  have  on  grain 
prices  during  the  remainder  of  fiscal  year  1993  and  fiscal  year 
1994? 

Mr.  Collins.  The  market  price  effects  of  no  further  U.S.  exports 
to  the  FSU  depend  on  the  extent  to  which  other  U.S.  export  pro- 
grams are  used  to  offset  export  sales  with  credits.  For  example, 
larger  donations  could  be  used  to  make  up  a  portion  of  sales  that 
would  otherwise  be  made  with  credits.  Another  factor  is  the  extent 
to  which  the  FSU  increases  purchases  of  grain  from  other  coun- 
tries in  the  absence  of  additional  U.S.  exports.  The  impact  on  world 
grain  prices  will  be  less  if  the  FSU  purchases  larger  amounts  from 
other  countries.  This  is  because  total  world  trade  would  fall  by  less 
than  the  drop  in  U.S.  exports  to  the  FSU.  Thus,  a  wide  range  of 
outcomes  are  possible.  We  estimate  that  no  additional  exports  to 
the  FSU  could  lower  corn  prices  by  $0.10-$0.20  per  bushel  and 
wheat  prices  by  $0.20-$0.45  per  bushel  during  the  remainder  of 
fiscal  year  1993  and  in  fiscal  year  1994. 

FRENCH  CREDIT  GUARANTEE 

Mr.  DuRBiN.  The  end  of  January  six  French  banks  signed  a 
credit  guarantee  to  cover  the  purchase  of  2.5  million  tons  of  grain 
by  Russia.  To  what  extent  is  the  French  Government  guaranteeing 
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these  loans,  or  if  there  is  no  guarantee,  to  what  extent  is  the 
French  Government  involved  in  this  transaction?  How  are  the 
French  banks  able  to  make  the  sale  without  some  type  of  govern- 
ment guarantee? 

Mr.  Collins.  The  French  credit  program  under  which  these 
banks  signed  credit  guarantees  was  most  likely  linked  to  COFACE. 
COFACE  is  a  semiprivate  company  for  international  trade  insur- 
ance, which  the  French  Government  controls  through  majority 
ownership  of  its  shares.  Financing  through  COFACE  is  arranged 
through  a  two-step  process.  First,  the  Government  signs  a  protocol 
agreement  with  the  foreign  government  listing  terms  and  condi- 
tions under  which  credit  coverage  for  the  transaction  will  be  grant- 
ed. Second,  a  bank,  or  banks,  in  the  importing  country  signs  a  fi- 
nancial accord  with  a  committee  of  French  banks  providing  in 
greater  detail  the  terms  under  which  the  French  banks  will  partici- 
pate. The  agreement  to  which  you  refer  to  in  your  question  is  most 
likely  this  second  agreement,  signed  by  the  French  banks  subse- 
quent to  a  French  Government  pledge  for  coverage. 

This  credit  program  is  not  operational  as  of  February  24,  1993. 
Contracts  for  the  2.5  million  tons  of  grain — 2  million  tons  wheat, 
300,000  tons  barley,  and  200,000  tons  rye — are  rumored  to  have 
been  made. 

Mr.  DuRBiN.  Was  the  recent  sale  of  2.5  million  tons  of  French 
grain  to  Russia  a  traditional  market  sale  or  were  they  attempting 
to  use  the  uncertainties  created  by  the  suspension  of  the  U.S. 
credit  program  to  dispose  of  surplus  stocks  of  wheat? 

Mr.  Collins.  France's  credit  COFACE  program  is  not  as  trans- 
parent as  the  United  States'  GSM-102  program;  therefore,  French 
motivations  are  unclear.  Our  best  available  information  shows  that 
the  last  French  wheat  sale  supported  by  COFACE  was  shipped  in 
December,  exhausting  available  credit.  Therefore,  now  would  be  an 
appropriate  time  for  the  French  to  renew  COFACE.  It  is  certain, 
however,  that  the  current  lack  of  GSM-102  credit  from  the  United 
States  makes  French  credit  all  the  more  attractive  if  available. 

Mr.  DuRBiN.  Do  we  have  any  idea  what  the  terms  were  on  the 
French  sale  or  what  subsidies  were  involved? 

Mr.  Collins.  Usually  COFACE  credit  arrangements  cover  95  to 
97  percent  of  the  loan  principal  for  up  to  3  years.  The  most  recent 
COFACE  program  to  Russia,  when  fully  operational,  will  probably 
cover  freight  costs  and  some  interest  as  well.  Subsidies  for  French 
wheat  to  Russia,  as  well  as  any  other  export  destinations  for  EC 
members'  wheat,  are  handled  through  the  Common  Agricultural 
Policy  of  the  European  Commission.  For  export  to  Russia,  the  Com- 
mission awards,  restitution  prices,  were  sufficient  to  reduce  French 
wheat  down  to  a  reported  price  of  U.S.  $159.50  per  ton  C&F. 

Mr.  DuRBiN.  Aside  from  bulk  grains,  what  high-value  products 
have  Russia  and  the  Former  Soviet  Bloc  countries  been  buying 
from  the  United  States? 

Mr.  Collins.  I  will  submit  a  table  showing  recent  U.S.  exports  to 
Eastern  Europe  and  the  former  Soviet  Union. 

[The  information  follows:] 
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U.S.  AGRICULTURAL  EXPORTS  TO  EASTERN  EUROPE  AND  THE  FORMER  SOVIET  UNION 

[In  thousands  of  dollars] 

1991  1992 

Eastern  Europe: 

Total 234,449       317,431 

Bulk 151,643        128,367 

High-value 82,806        189,064 


Poultry  meat 3,359  37,441 

Dairy 18,517  75,174 

Seeds 29,288  4,296 

Soybean  meal 0  16,196 

Former  Soviet  Union: 

Total 2,495,338  2,345,722 

Bulk 1,820,837  1,706,602 

High-value 674,501  639,120 


Poultry  meat 65,301  16,323 

Dairy 1,490  128,510 

Animal  fats 5,205  23,021 

Vegetables 2,282  22,710 

Almonds 9,005  2,911 

Soybean  meal 499,803  309,000 

Vegetable  oil 3  71,955 

Sugar 13,562  8,918 

Source— Economic  Research  Service,  USDA. 

BARTER 

Mr.  DuRBiN.  It  has  been  suggested  that  if  credit  guarantees  are 
not  available  to  the  Russians,  then  there  might  be  opportunities  for 
barter.  The  Charter  of  the  Commodity  Credit  Corporation  contains 
extensive  barter  authority.  To  what  extent  has  the  opportunity  for 
barter  been  explored? 

Mr.  Collins.  Several  of  the  republics  possess  raw  materials 
which  can  be  used  to  pay  for  U.S.  agricultural  commodities 
through  countertrade  or  barter  agreements  with  U.S.  exporters. 
The  breakdown  of  interrepublic  trade  is  forcing  many  FSU  nations 
to  look  to  the  world  market  for  alternative  sources  of  agricultural 
products,  especially  grain.  Because  these  nations  possess  very  little 
hard  currency  and  are  unable  to  use  the  ruble  to  pay  for  imports, 
the  use  of  barter  and  countertrade  for  many  of  the  FSU  republics 
is  an  attractive  alternative.  For  example,  the  Russian  Federation  is 
well  endowed  with  oil,  coal,  minerals,  steel,  gas,  and  ferrous 
metals.  Many  of  the  Central  Asian  nations,  such  as  Uzbekistan  and 
Turkmenistan,  produce  cotton  in  addition  to  oil  and  gas.  I  will  pro- 
vide additional  information  for  the  record. 

[The  information  follows:] 

The  use  of  barter  and  countertrade  to  facilitate  the  sale  of  U.S.  agricultural  goods 
is  already  being  developed  given  the  current  difficulties  the  FSU  nations  have  with 
debt  repayment  and  hard  currency  constraints.  Additionally,  the  use  of  barter  and 
countertrade  helps  to  increase  the  level  of  economic  decentralization  in  the  FSU, 
thus  promoting  regional  development  and  decreasing  the  role  of  the  State  in  eco- 
nomic decision-making.  However,  it  should  be  noted  that  while  barter  trade  is  in- 
creasing as  a  share  of  total  agricultural  trade  with  the  FSU  as  a  whole,  the  likeli- 
hood that  it  could  greatly  increase  is  small.  The  obvious  limitation  to  increasing 
barter  trade  is  that  the  FSU  nations  would  rather  receive  hard  currency  (needed  for 
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debt  servicing  and  investment)  for  their  resources.  Additionally,  production  may  not 
always  be  sufficient  to  allow  for  large  exports  to  use  for  barter.  Oil  production  and 
the  extraction  of  other  natural  resources  continues  to  decline  as  a  result  of  insuffi- 
cient investment  and  maintenance.  The  cotton  producing  regions  of  Central  Asia 
are  cutting  back  area  sown  to  cotton  for  environmental  reasons. 

The  U.S.  Department  of  Agriculture  has  been  working  to  promote  countertrade 
sales  of  U.S.  agricultural  goods  to  the  republics  of  the  FSU-12  (this  does  not  include 
the  Baltic  nations)  through  the  use  of  the  Export  Enhancement  Program  (EEP)  and 
related  programs  such  as  the  Sunflowerseed  Oil  Assistance  Program  (SOAP)  and  the 
Dairy  Export  Incentive  Program  (DEIP).  The  first  two  programs  are  authorized  by 
(EEP  was  authorized  by  the  1985  FSA)  the  Food,  Agriculture,  Conservation,  and 
Trade  Act  of  1990  to  permit  USDA  to  use  export  bonuses  through  1995  to  make  U.S. 
commodities  more  competitive  in  the  world  market.  DEIP,  which  operates  on  a  bid 
bonus  system  similar  to  EEP,  was  first  authorized  by  the  1985  Farm  Bill  and  contin- 
ued in  the  1990  Farm  Bill  which  mandates  its  operation  by  the  CCC  through  1995. 

In  September  1992,  USDA  targeted  5.5  million  tons  of  wheat  for  export  to  the 
FSU  under  EEP  for  the  period  ending  June  30,  1993.  Of  this  5.5  million  tons, 
500,000  tons  of  wheat  were  targeted  for  sale  through  countertrade  arrangements,  al- 
lowing U.S.  wheat  exporters  to  sell  wheat  indirectly  to  FSU  nations  via  third  par- 
ties outside  the  FSU.  These  third  parties  are  able  to  barter  with  FSU  nations,  pur- 
chasing raw  materials  and  goods  and  using  the  hard  currency  to  buy  U.S.  wheat  for 
the  trading  partner.  Other  commodities  covered  by  EEP  invitations  which  permit 
countertrade  include  wheat  flour,  barley,  rice,  vegetable  oil,  and  frozen  pork. 
Around  10-30  percent  of  the  total  EEP  initiative  for  these  products  is  available  for 
countertrade  agreements.  Fiscal  1993  SOAP  initiatives,  which  cover  the  sale  of 
sunflowerseed  oil,  total  80,000  tons.  Allocations  have  also  been  made  under  the 
Dairy  Export  Enhancement  Program  for  fiscal  1993. 

USDA  estimates  that  over  1.5  million  metric  tons  of  wheat  have  been  sold  to  the 
FSU  through  EEP  countertrade  agreements.  The  largest  purchaser  of  this  grain  is 
Uzbekistan,  which  is  selling  cotton  to  third  party  intermediaries  to  purchase  U.S. 
wheat  under  the  EEP  invitation  which  provides  for  sales  made  through  third  party 
countertrade.  The  sale  of  U.S.  wheat  is  the  only  area  where  countertrade  arrange- 
ments are  noticeable  so  far.  However,  sales  of  U.S.  barley  under  this  arrangement 
are  expected  in  the  near  future.  Also,  a  small  amount  of  milk  powder  (37  metric 
tons)  has  been  sold  through  countertrade  under  the  DEIP. 

AUSTRALIAN  WHEAT  CROP 

Mr.  DuRBiN.  The  Australians  have  suffered  a  significant  loss  to 
their  wheat  crop.  What  impact  is  this  having  on  world  prices? 

Mr.  Collins.  Although  wheat  production  is  estimated  at  15  mil- 
lion tons — 40  percent  above  1991/92 — the  Australian  Wheat  Board 
has  reported  that  up  to  a  third  of  the  1992/93  crop  was  weather 
damaged.  Most  of  the  damaged  wheat  will  be  downgraded  to  feed 
quality.  Canada  also  has  a  large  supply  of  lower  quality  wheat  this 
season.  Reduced  supplies  of  high  quality  milling  wheat  are  causing 
prices  to  rise.  The  export  price  for  U.S.  hard  red  winter  has  risen 
$15-$20  a  ton  since  last  fall. 

NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

Mr.  DuRBiN.  What  are  the  potential  benefits  for  American  agri- 
culture of  a  North  American  Free  Trade  Agreement?  On  page  17  of 
your  statement  you  say  that  NAFTA  would  boost  annual  U.S.  agri- 
cultural exports  by  $2  billion.  You  might  discuss  that  on  both  a  re- 
gional and  a  commodity  basis. 

Mr.  Collins.  The  agricultural  trade  agreement  between  the  U.S. 
and  Mexico  will  result  in  net  gains  for  both  countries.  The  agree- 
ment insures  that  the  growth  in  U.S.  agricultural  exports  to 
Mexico  will  continue  due  to  greater  market  access  in  the  future. 

Mexico's  population,  92  million,  growing  at  an  annual  rate  of  2 
percent  and  becoming  more  urban,  represents  a  significant  market 
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for  U.S.  agricultural  products.  Improved  economic  activity  result- 
ing from  the  agreement  will  boost  income  one  half  to  one  percent 
annually  and  stimulate  demand.  In  addition,  Mexico's  comparative 
advantages  suggest  it  will  continue  to  be  a  net  importer  of  food  and 
fiber.  These  points  and  greater  market  access  assures  continued  op- 
portunities for  growth  in  U.S.  agricultural  exports. 

The  agreement  will  lead  to  efficiency  gains  in  both  Mexico  and 
the  U.S.  as  producers  respond  to  market  opportunities.  U.S.  agri- 
culture will  benefit  from  trade  creation,  slightly  higher  agricultur- 
al export  prices,  and  increases  in  economic  efficiency  and  produc- 
tivity gains.  Because  the  Mexican  share  of  U.S.  farm  exports  and 
imports  is  relatively  small,  about  5-10  percent,  and  because  the 
trade  barriers  in  general  are  already  relatively  small  between  the 
two  countries,  the  total  quantitative  effects  of  the  free  trade  agree- 
ment on  U.S.  agriculture  will  also  be  limited. 

The  main  U.S.  farm  exports  to  Mexico  in  1991  were  feed  grains, 
$739  million,  oilseeds  $524  million,  meat  $415  million,  live  animals 
$184  million,  hides  and  skins  $137  million,  poultry  $131  million, 
and  dairy  products  $121  million.  Mexico  is  also  a  significant 
market  for  the  following  farm  commodities:  sugar  $184  million, 
pulses  $104  million,  seeds  $87  million,  nuts  $26  million,  and  apples 
$12  million.  By  the  end  of  the  transition  period,  an  additional  $2.0 
to  $2.5  billion  per  year  of  added  exports  to  Mexico  are  expected. 
Grains  and  meats  are  estimated  to  account  for  the  majority  of  the 
expansion  in  U.S.  agricultural  exports. 

By  the  end  of  the  transition  period,  annual  U.S.  agriculture  cash 
receipts  are  expected  to  increase  by  about  3  percent.  More  trade 
will  also  expand  employment  in  related  areas  of  processing,  trans- 
portation, and  marketing.  In  addition,  our  analysis  indicates  that 
imports  from  Mexico  will  be  about  $0.5  to  $0.6  billion  higher. 
Winter  fruits  and  vegetables  will  constitute  most  of  that  increase. 

Consumers  in  the  U.S.  and  Mexico  will  both  benefit  from  a  free 
trade  agreement  because  of  lower  consumer  prices,  reduced  tariffs 
and  increased  supply,  and  a  greater  selection  of  goods. 

I  will  submit  additional  information  on  a  commodity-by-commodi- 
ty basis  for  the  record. 

[The  information  follows:] 

Wheat:  The  United  States  is  a  major  supplier  of  wheat  to  Mexico.  Mexico's  im- 
ports have  been  variable,  and  are  equal  to  about  2  percent  of  U.S.  wheat  exports. 
NAFTA  will  increase  Mexican  incomes  leading  to  growth  in  wheat  demand  over  the 
long  run.  The  agreement  is  expected  to  increase  U.S.  wheat  exports  to  Mexico  by 
about  20  percent  by  the  end  of  the  transition  period  and  to  lead  to  slightly  higher 
U.S.  wheat  prices. 

Coarse  grains:  The  United  States  is  a  major  exporter  of  coarse  grains  to  Mexico, 
but  imports  are  limited  by  tariffs  and  licenses.  NAFTA  assures  the  United  States  a 
2.5  million  metric  ton  duty-free  quota  for  corn  that  will  increase  by  3  percent  each 
year.  Mexico's  215  percent  over-quota  tariff  for  corn  will  be  phased  out  over  the  15- 
year  transition  period.  Tariffs  on  other  coarse  grains  will  be  reduced  at  more  rapid 
rates  and  imports  will  expand  accordingly.  By  the  end  of  the  transition  period, 
annual  U.S.  corn  exports  are  expected  to  be  60  percent  higher  than  otherwise  and 
industry  revenues  for  corn  and  sorghum  will  likely  increase  by  about  $450-$500  mil- 
lion due  to  the  NAFTA. 

Rice:  The  United  States  is  the  major  exporter  of  rice  to  Mexico  and  the  U.S.  rice 
industry  will  benefit  from  expanded  trade  under  NAFTA.  Mexican  rice  tariffs  will 
be  reduced  to  zero  over  a  10-year  transition  period  under  the  NAFTA.  U.S.  rice 
prices  and  exports  will  be  greater  than  without  a  NAFTA.  By  the  end  of  the  transi- 
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tion  period,  U.S.  rice  exports  will  likely  increase  10  to  20  percent  and  revenues  will 
increase  about  $10  to  $20  million. 

Oilseeds:  The  United  States  is  also  the  major  exporter  of  oilseeds  to  Mexico  and 
NAFTA  will  benefit  the  U.S.  oilseed  industry.  U.S.  exports  to  Mexico  should  in- 
crease moderately  because  of  NAFTA.  Under  NAFTA,  higher  prices  and  production 
are  expected  to  add  $400-$500  million  to  U.S.  soybean  industry  revenues  by  the  end 
of  the  transition  period. 

Cotton:  U.S.  cotton  exports  to  Mexico  are  expected  to  increase  under  NAFTA. 
NAFTA  will  gradually  remove  all  import  barriers  between  the  countries.  Income 
growth  and  textile  trade  opportunities  under  NAFTA  are  likely  to  increase  Mexican 
cotton  textile  production  and  demand.  The  United  States,  the  world's  largest  cotton 
exporter  and  close  by,  is  likely  to  be  the  major  supplier  of  the  increase  in  Mexican 
cotton  mill  demand. 

Seeds:  Benefits  for  the  seed  industry  under  NAFTA  will  depend  on  Mexico's 
changing  production  patterns  and  reduction  in  trade  barriers.  With  the  NAFTA, 
most  U.S.  seed  exports  will  enter  Mexico  duty-free  immediately. 

Sugar:  Under  NAFTA,  the  United  States  and  Mexico  will  gradually  reduce  bar- 
riers to  sugar  trade  between  the  two  countries  and  harmonize  border  protection 
with  the  rest  of  the  world.  During  the  15-year  transition  period,  any  additional 
access  to  the  U.S.  market  beyond  Mexico's  current  7,258  metric  ton  quota  will  be 
conditioned  on  Mexico  becoming  a  net  surplus  producer  of  sugar.  Mexico  is  current- 
ly a  large  net  importer  of  sugar.  The  United  States  has  exported  substantial  refined 
sugar  to  Mexico  in  recent  years  and  the  sugar  re-export  program  will  remain  in 
place. 

Peanuts:  The  United  States  will  enhance  its  role  as  a  major  supplier  peanuts  to 
Mexico  under  the  NAFTA.  U.S.  exports  of  peanuts  to  Mexico  will  likely  increase  in 
response  to  higher  Mexican  incomes.  By  the  end  of  the  transition  period,  U.S.  ex- 
ports to  Mexico  are  expected  to  increase  to  about  19,000  metric  tons,  an  8-percent 
increase  above  levels  expected  in  the  absence  of  the  NAFTA.  Mexico  has  been  a  net 
importer  of  peanuts  in  the  past  and  there  is  little  reason  to  expect  Mexico  to 
become  a  significant  supplier  of  peanuts  to  the  United  States. 

Tobacco:  The  United  States  ships  almost  no  tobacco  to  Mexico  because  of  restric- 
tive import  tariffs  and  licenses.  NAFTA  is  expected  to  increase  U.S.  exports  by  re- 
moving these  restrictive  barriers  to  U.S.  exports  and  increasing  Mexican  incomes. 
U.S.  and  Mexican  tariffs  for  tobacco  will  be  phased  out  over  the  10-year  transition 
period. 

Dry  beans:  Mexico  has  been  an  important  market  for  the  U.S.  dry  bean  industry. 
Eliminating  Mexican  import  licenses  and  phasing  out  tariffs  under  the  NAFTA  will 
expand  U.S.  exports  to  Mexico  and  result  in  somewhat  higher  U.S.  dry  bean  prices. 

Vegetables  and  melons:  Under  NAFTA,  U.S.  exports  of  some  vegetables  are  ex- 
pected to  increase  as  trade  barriers  are  reduced  and  income  growth  occurs  in 
Mexico.  In  addition  to  the  usual  winter  fresh  vegetables.  Mexico  will  supply  a  wider 
range  of  vegetables  year  round  to  the  U.S.  market,  improved  Mexican  access  to  Ca- 
nadian markets  an  the  continued  phase  out  of  Canadian  tariffs  on  U.S.  exports  will 
moderate  the  potential  effect  of  phasing  out  U.S.  tariffs  for  Mexico  bilaterally. 

Noncitrus  fruit:  U.S.  fruit  exports  to  Mexico  have  increased  since  1986  reflecting 
Mexico's  lower  tariffs  and  a  reduction  in  the  number  of  commodities  subject  to  li- 
censing regulations.  NAFTA  is  expected  to  further  increase  U.S.  exports  of  peaches, 
pears,  and  apples  by  reducing  barriers  and  stimulating  income  growth  in  Mexico. 
Mexican  tariffs  on  pears,  plums,  and  apricots  will  be  phased  out  over  5  years,  while 
tariffs  on  peaches  and  apples  will  be  phased  out  over  10  years  and  the  tariff  on 
fresh  strawberries  will  be  eliminated  immediately.  The  phase  out  of  Canadian  tar- 
iffs under  the  U.S.-Canada  Free  Trade  Agreement  will  continue  to  help  increase 
U.S.  exports  of  some  fruits. 

Grapes:  NAFTA  is  not  expected  to  have  a  significant  effect  on  the  U.S.  grape  in- 
dustry. Most  of  Mexico's  fresh  grape  exports  to  the  United  States  enter  duty  free. 
Exports  of  U.S.  grapes  to  Mexico  are  expected  to  increase  slightly  due  to  the  10-year 
phase  out  of  the  Mexican  tariff  during  the  June  1  to  October  14  period,  a  major 
harvesting  season  for  U.S.  fresh  grapes. 

Citrus:  NAFTA  will  provide  improved  export  opportunities  for  U.S.  fresh  oranges 
in  Mexican  markets,  especially  for  high  quality  fruit  in  urban  areas.  U.S.  tariff  re- 
ductions for  fresh  oranges  will  be  matched  by  Mexico.  U.S.  frozen  concentrated 
orange  juice  (FCOJ)  exports  from  Mexico  will  be  subject  to  a  tariff-rate  quota  and 
the  over-quota  tariff  will  be  phased  out  over  15  years.  U.S.  imports  of  FCOJ  are  ex- 
pected to  increase  3  to  4  percent  but  increased  exports  from  Mexico  will  come  partly 
at  the  expense  of  other  exporters,  including  Brazil.  U.S.  imports  of  fresh  limes  are 
expected  to  increase. 
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Tree  nuts:  U.S.  exports  of  almonds,  hazelnuts,  pistachios,  and  walnuts  are  expect- 
ed to  increase  under  NAFTA.  U.S.  imports  of  Mexican  pecans  may  increase.  Under 
NAFTA,  Mexican  and  U.S.  tariffs  on  all  major  tree  nuts  will  be  eliminated  immedi- 
ately. 

Greenhouse  and  nursery:  NAFTA  will  have  a  relatively  small  effect  on  the  U.S. 
greenhouse  and  nursery  industry.  Mexico  has  the  potential  to  increase  exports  of 
nursery  products  to  the  United  States.  However,  NAFTA  only  restores  Mexico's 
competitive  position  relative  to  its  major  competitors,  Colombia,  Bolivia,  Ecuador, 
and  Peru. 

Pork:  Under  NAFTA,  U.S.  exports  of  pork  and  hogs  to  Mexico  are  expected  to 
double  by  the  end  of  the  transition  period  compared  to  no  NAFTA.  Export  growth 
will  result  from  the  elimination  of  Mexican  tariffs  and  increased  growth  in  Mexican 
incomes.  U.S.  pork  exports  to  Mexico,  however,  will  remain  small  relative  to  U.S. 
pork  production.  By  the  end  of  the  transition  period,  U.S.  hog  and  pork  prices  will 
likely  rise  a  little,  adding  $150-$200  million  in  revenue  to  the  industry. 

Beef:  NAFTA  is  expected  to  increase  trade  in  both  live  cattle  and  beef  between 
the  United  States  and  Mexico.  The  U.S.  Meat  Import  Law  will  no  longer  apply  to 
Mexican  beef  exports  to  the  United  States.  Due  to  the  size  of  Mexican  imports  and 
exports  relative  to  the  U.S.  market,  NAFTA  will  have  small  effects  on  total  U.S. 
cattle  production  and  prices.  By  the  end  of  the  transition  period,  U.S.  cattle  prices 
will  rise  $0.50  to  $1.00  per  hundredweight  which  will  create  an  added  $200  to  $400 
million  in  revenue  for  the  industry. 

Dairy:  The  U.S.  dairy  industry  will  benefit  from  the  NAFTA  because  Mexico's 
population  and  income  growth  are  projected  to  outpace  its  dairy  production  growth 
for  many  years.  Mexican  imports  of  U.S.  milk  powder  are  expected  to  grow  by  about 
20,000  metric  tons  by  the  end  of  the  transition  period  due  to  the  NAFTA.  That  is 
$36  million  additional  dairy  export  sales  at  current  world  prices.  Other  dairy  prod- 
uct exports  will  also  increase  faster  than  without  NAFTA.  Exports  of  all  dairy  prod- 
ucts under  NAFTA  could  increase  $200-$250  million.  Dairy  trade  rules  with  respect 
to  U.S.-Canada  and  Mexico-Canada  are  unchanged  under  the  NAFTA. 

Hides  and  skins:  Under  NAFTA,  U.S.  exports  of  hides  and  skins  to  Mexico  are 
expected  to  increase  gradually  as  a  result  of  expected  income  gains  from  stronger 
economic  growth  and  greater  demand  for  higher  quality  leather  products  in  Mexico. 
U.S.  exports  to  Mexico  were  about  11  percent  of  the  total  U.S.  export  value  of  hides 
and  skins  during  1991.  Nearly  90  percent  of  U.S.  hides  and  skins  moving  into 
Mexico  have  no  tariffs,  so  the  removal  of  the  10  percent  tariff  on  sheep,  hog,  and 
some  other  skins  will  be  of  modest  benefit  to  the  U.S.  industry. 

Poultry:  Mexico  has  been  a  rapidly  growing  market  for  U.S.  poultry  despite  high 
Mexican  tariffs  and  import  licensing.  NAFTA  is  expected  to  increase  U.S.  exports  of 
poultry  and  poultry  products  to  Mexico.  Higher  Mexican  incomes  under  NAFTA 
will  likely  stimulate  additional  sales  of  poultry  products,  but  imports  of  lower-priced 
U.S.  grain  will  help  lower  Mexican  feed  costs  and  boost  poultry  production. 

Eggs:  NAFTA  is  expected  to  increase  U.S.  egg  exports  to  Mexico  which  has  been  a 
variable  market  for  U.S.  eggs.  U.S.  exports  to  Mexico  increased  nearly  40  percent 
between  1990  and  1991  despite  import  licensing.  Higher  Mexican  incomes  under 
NAFTA  will  likely  stimulate  additional  demand  for  eggs.  However,  lower-priced 
U.S.  grain  imports  will  offset  declines  in  Mexican  producer  prices  for  eggs  and  lead 
to  increased  egg  production. 

Sheep:  Mexico  has  been  a  variable  market  for  U.S.  cull  sheep  breeding  stock  and 
mutton.  NAFTA  will  likely  increase  U.S.  exports  to  Mexico.  Higher  Mexican  in- 
comes under  the  NAFTA  will  likely  stimulate  additional  demand  for  sheep  meat, 
increasing  the  salvage  value  of  cull  sheep. 

NEGATIVE  IMPACTS 

Mr.  DuRBiN.  What  U.S.  agricultural  products  will  likely  experi- 
ence a  negative  effect?  You  might  discuss  that  on  both  a  regional 
and  a  commodity  basis. 

Mr.  Collins.  NAFTA  is  expected  to  provide  economic  incentives 
for  continued  expansion  of  Mexican  production  of  some  fruit  and 
vegetable  commodities  for  export  to  the  United  States  such  as 
winter  fresh  vegetables,  frozen  concentrated  orange  juice,  fresh 
limes,  mangoes,  and  melons.  However,  NAFTA  would  also  result  in 
market  opportunities  in  Mexico  for  U.S.  growers  of  temperate  cli- 
mate fruits  such  as  apples,  pears,  and  peaches,  mostly  located  in 
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the  Western  United  States.  I  will  provide  additional  information 
for  the  record. 

[The  information  follows:] 

The  Economic  Research  Service  analyzed  the  implications  of  NAFTA  on  U.S.  pro- 
duction, grower  revenue,  producer  and  consumer  prices,  and  trade  for  27  fruit  and 
vegetable  commodities.  Estimated  exports  rise  relative  to  imports  for  8  of  the  com- 
modities while  imports  rise  relative  to  exports  for  the  other  19. 

For  those  fruit  and  vegetable  commodities  where  imports  are  expected  to  rise  rel- 
ative to  exports,  the  United  States  is  estimated  to  import  about  an  additional  $200 
million  annually  once  the  NAFTA  is  fully  implemented.  Commodities  expected  to  be 
most  affected  include  watermelons,  frozen  broccoli,  frozen  concentrated  orange  juice, 
fresh  cauliflower,  dry  onions,  and  fresh  pineapples. 

For  the  commodities  where  exports  are  expected  to  rise  relative  to  imports,  the 
United  States  is  estimated  to  export  about  an  additional  $85  million  annually  once 
the  NAFTA  is  fully  implemented.  Commodities  most  affected  include  peaches, 
apples,  sweet  corn,  and  pears. 

Under  NAFTA,  net  cash  returns  from  major  field  crops  and  livestock  are  project- 
ed to  rise  in  nearly  all  of  the  10  U.S.  farm  production  regions.  Under  NAFTA,  U.S. 
exports  of  feed  and  food  grains,  soybeans,  cattle,  pork,  and  dairy  products  are  pro- 
jected to  rise.  Grain  and  soybean  prices  are  expected  to  rise  somewhat  due  to  larger 
exports.  This  will  boost  returns  to  crop  farmers,  but  will  mean  slightly  higher  feed 
costs  to  livestock  producers.  Beef  producers  in  regions  with  concentrated  feeding  ac- 
tivity— the  Northern  and  Southern  Plains,  the  Mountain  region,  and  the  Corn 
Belt — are  expected  to  experience  gains  due  to  a  rise  in  demand  for  fed  animals  for 
export  to  Mexico. 

INDUSTRY  MOVING  TO  MEXICO 

Mr.  Durbin:  What  segments  of  U.S.  agribusiness  might  conceiv- 
ably move  to  Mexico  to  take  advantage  of  lower  labor  costs? 

Mr.  Collins:  In  spite  of  advantages  in  labor  cost  and  other  fac- 
tors, a  lot  of  Mexican  agricultural  production  and  trade  is  comple- 
mentary to  that  of  the  United  States.  For  example,  the  United 
States  exports  livestock  products  to  Mexico  while  Mexico  ships  live 
animals  to  the  United  States.  Mexico  exports  winter  vegetables  to 
the  United  States  and  we  send  vegetables  to  Mexico  during  the  fall 
season.  Because  of  advantages  in  low  labor  costs,  Mexico  is  expect- 
ed to  gain  in  labor  intensive  commodities  while  the  United  States, 
with  better  technologies,  infrastructure,  marketing  tools  and  net- 
works, would  gain  in  industries  that  rely  heavily  on  those  factors.  I 
will  provide  additional  information  for  the  record. 

[The  information  follows:] 

In  1989,  the  United  States  accounted  for  about  63  percent  of  the  total  accumulat- 
ed foreign  direct  investment  in  Mexico.  In  general,  the  United  States  invests  in 
manufacturing,  but  last  year  60  percent  of  the  U.S.  new  investment  was  in  services. 
Under  NAFTA,  the  United  States  probably  would  invest  more  in  services. 

A  common  misconception  is  that  U.S.  food  processors  often  find  it  attractive  to 
close  their  U.S.  plants  and  move  production  to  Mexico  where  wage  rates  are  lower. 
In  fact  this  rarely  happens.  Almost  all  U.S.-owned  food  processing  plants  in  Mexico 
sell  their  output  in  the  Mexican  market  and  other  Latin  American  countries.  Very 
little  processed  food  is  exported  back  to  the  United  States  from  U.S.-owned  facilities 
in  Mexico.  U.S.  food  processors  invest  in  Mexican  food  processing  plants  primarily 
to  serve  the  rapidly  expanding  Mexican  and  Latin  American  markets.  These  produc- 
tion facilities  augment  rather  than  replace  their  U.S.  production  facilities. 

According  to  the  latest  data  from  the  Bureau  of  Economic  Analysis  of  the  Depart- 
ment of  Commerce,  U.S.-owned  food  processing  plants  in  Mexico  has  sales  of  $3.2 
billion  in  1990.  Of  this  amount,  only  $74  million,  or  2  percent  of  their  sales,  was 
exported  back  to  the  United  States.  This  was  7  percent  of  the  $1.1  billion  of  proc- 
essed food  the  United  States  imported  from  Mexico  in  1990. 

Several  large  U.S.  fruit  and  vegetable  grower/shippers  have  developed  contrac- 
tual or  joint  venture  operations  in  Mexico  to  diversify  their  sources  of  supply, 
spread  risks,  lengthen  their  growing  season,  and  reduce  costs. 
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Several  U.S.  grocery  wholesalers  and  retailers  such  as  Wal-Mart,  Fleming,  Ryboff- 
Sexton,  Price  Company,  and  Smart  and  Final  are  opening  modern  wholesale  distri- 
bution centers,  warehouse  club  stores,  and  supermarkets,  often  as  joint  ventures 
with  Mexican  firms.  Many  U.S.  restaurant  chains  are  rapidly  expanding  into 
Mexico.  Kentucky  Fried  Chicken  has  over  70  outlets  in  Mexico;  Domino's  Pizza  has 
45  units;  and  McDonald's  has  over  35  units.  At  least  8  other  U.S.  chains  are  operat- 
ing in  Mexico. 

FOOD  PROCESSING  PLANTS 

Mr.  DuRBiN.  What  are  some  of  the  U.S.  agribusinesses  that  now 
operate  on  a  large  scale  in  Mexico  whose  production  is  primarily 
destined  for  the  U.S.  market? 

Mr.  Collins.  There  are  over  20  large  food  processing  firms  locat- 
ed in  the  United  States  that  operate  on  a  large  scale  in  Mexico. 
Three  of  these  firms  are  foreign-owned:  A.E.  Staley  owned  by  Tate 
&  Lyle;  Pillsbury  owned  by  Grand  Metropolitan;  and  Central  Soya 
owned  by  Gruppo  Ferruzzi.  These  23  large  firms  operate  about  50 
food  and  feed  processing  plants  in  Mexico.  Over  95  percent  of  pro- 
duction from  these  plants  is  destined  for  the  Mexican  market  or 
goes  to  export  markets  outside  the  United  States.  U.S.  food  process- 
ing firms  operate  plants  in  Mexico  primarily  to  serve  the  rapidly 
growing  Mexican  market  rather  than  to  export  to  the  United 
States. 

Based  on  available  information,  only  two  of  these  firms  operate 
food  processing  plants  in  Mexico  whose  production  is  primarily  des- 
tined for  the  U.S.  market.  Campbell  Soup  owns  two  vegetable  proc- 
essing plants  in  Mexico  as  does  Green  Giant  which  is  owned  by 
Pillsbury.  Both  of  these  firms  import  substantial  quantities  of  proc- 
essed vegetable  products  primarily  as  ingredients  for  their  U.S.  op- 
erations. 

None  of  the  other  firms  apparently  operate  plants  in  Mexico 
whose  production  is  primarily  exported  to  the  United  States.  These 
U.S.  firms  include  Ralston  Purina,  CPC  International,  Pilgrim's 
Pride,  Pepsi  Co.,  Kellogg's,  Tyson  Foods,  Quaker  Oats,  Coca-Cola, 
Universal  Foods,  McCormick,  Philip  Morris  which  own  Kraft  Gen- 
eral Foods,  Gerber,  and  Cargill. 

GATT 

Mr.  DuRBiN.  Please  describe  for  the  Committee  the  latest  devel- 
opments in  connection  with  GATT.  On  page  17  of  your  statement 
you  state  that  a  Uruguay  Round  Agreement,  based  on  the  Dunkel 
Text  and  the  U.S.-EC  Agreement  reached  in  November,  could  in- 
crease U.S.  farm  exports  by  $4  billion  per  year.  Please  discuss  how 
that  might  occur  on  a  commodity  basis  and  the  impacts  on  a  re- 
gional basis. 

Mr.  Collins.  The  U.S.-EC  agreement  reached  in  November  1992, 
which  resolved  differences  on  export  subsidies  and  internal  sup- 
port, is  an  important  step  toward  moving  the  Uruguay  Round  to 
completion  but  there  remain  important  unresolved  issues  on 
market  access. 

A  GATT  agreement  based  on  the  Dunkel  Text  and  the  EC-U.S. 
agreement  would  benefit  U.S.  agriculture.  Such  a  GATT  agreement 
would  increase  market  access,  decrease  trade-distortions  from 
international  support,  and  cut  export  subsidies.  The  agreement 
would  cut  the  quantity  of  subsidized  exports  by  21  percent  and  the 
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budget  outlays  by  36  percent  over  the  6-year  period  from  the  1986- 
90  base;  result  in  comprehensive  tariffication;  reduce  total  internal 
support  across  commodities  by  20  percent  from  the  1986-88  base 
period. 

U.S.  commodity  programs  would  meet  internal  support  commit- 
ments because  total  support  across  commodities  as  measured  by 
the  aggregate  measure  of  support  (AMS)  is  already  well  below  the 
required  20  percent  cut  from  the  1986-88  base  period. 

The  GATT  agreement  would  be  expected  to  significantly  increase 
U.S.  agricultural  exports  and  boost  farm  income.  After  the  6-year 
implementation  period,  annual  U.S.  agricultural  exports  are  pro- 
jected to  increase  by  about  $4  billion  compared  to  expected  levels 
without  a  GATT  agreement.  Major  export  increases  would  occur  in 
grains  partly  because  of  less  subsidized  foreign  exports  and  in 
animal  products,  fruits,  vegetables,  and  other  crops  due  to  expand- 
ed market  access.  Grain  exports  would  increase  $2.0-$2.5  billion; 
meat,  poultry,  and  eggs  $.45-$.55  billion;  tobacco  $.25-$.35  billion; 
fruits  and  tree  nuts  $.25-$.40  billion;  vegetables  $.15-$. 20  billion; 
and  cotton  $.25-$.35  billion.  Gains  for  U.S.  procedures  would  be 
spread  broadly  across  both  crop  and  livestock  industries. 

TRADING  BLOCKS 

Mr.  DuRBiN.  If  an  agreement  is  not  reached  on  GATT  and  the 
world  resolves  into  various  trading  blocks,  what  impacts  do  you 
foresee  with  regard  to  U.S.  agriculture? 

Mr.  CoLUNS.  The  lack  of  a  GATT  agreement  would  result  in  a 
trade  environment  that  could  affect  U.S.  agriculture  in  a  number 
of  ways. 

If  regional  trading  blocks  evolved,  they  could  provide  the  EC, 
Australia,  and  Argentina  with  significant  advantages  over  U.S.  ex- 
porters in  many  Latin  American,  Asian,  East  European,  and  Rus- 
sian markets.  Regional  trading  blocks  would  tend  to  erect  barriers 
to  imports  from  exporters  outside  the  region.  The  potential  advan- 
tages to  our  competitors  from  regional  trading  blocks  would  be  re- 
duced by  a  GATT  agreement  that  would  reduce  protection  and  im- 
prove market  access  for  all  exporters. 

Even  if  regional  trading  blocks  did  not  develop,  the  lack  of  a 
GATT  agreement  could  result  in  increased  protectionism  that 
would  choke  off  import  demand  growth  with  higher  prices  in  the 
strong  growth  markets  of  East  and  South  Asia  and  in  Latin  Amer- 
ica. As  countries  reach  mid-income  levels  and  their  agricultural 
sectors  become  relatively  smaller  but  remain  politically  influential, 
political  pressure  mounts  to  support  farmers,  reduce  imports,  and 
save  foreign  exchange  by  raising  domestic  prices  with  border  pro- 
tection. Japan,  Korea,  and  Taiwan  followed  such  a  path  over  the 
past  30  years.  A  GATT  agreement  would  prevent  that  process  from 
being  repeated  in  the  future  in  the  rapidly  growing  developing 
countries  which  are  key  to  future  world  trade  growth.  The  lack  of  a 
GATT  agreement  to  deter  increasing  protectionism  could  be  more 
destructive  to  the  future  of  U.S.  agricultural  exports  than  regional 
trading  blocks. 

Also  without  a  GATT  agreement,  subsidized  EC  export  competi- 
tion could  continue  to  undermine  world  grain  and  dairy  markets 
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while  subsidized  production  continued  to  displace  traditional  EC 
imports  of  cotton,  tobacco,  and  oilseeds.  Announced  reforms  of  the 
EC's  agricultural  policy  provide  some  hope  but  no  guarantees  of 
relief.  New  supply  control  measures  and  price  supports  remain  dis- 
cretionary and  susceptible  to  the  heavy-handed  political  pressure  of 
EC  farmers.  Announced  reforms  do  not  include  cotton,  tobacco, 
fruits  and  vegetables,  sugar,  or  dairy. 

A  GATT  agreement  could  provide  relief  from  ruinous  subsidized 
export  competition,  opportunities  for  increased  access  to  highly 
protected  markets,  and  safeguards  against  the  progressive  closing 
of  important  growth  markets.  Without  a  GATT  agreement,  U.S.  ag- 
riculture would  not  be  able  to  rely  as  much  on  exports  to  market 
the  continuously  increasing  surplus  of  U.S.  production  over  domes- 
tic consumption. 

EFFECT  ON  TRADITIONAL  MARKETS 

Mr.  DuRBiN.  How  might  our  traditional  markets  be  altered  in 
this  event? 

Mr.  Collins.  Regional  trading  blocks  could  provide  our  agricul- 
tural competitors  with  important  advantages  in  traditional  U.S. 
markets.  A  Latin  American  trading  block  would  favor  Argentine 
wheat  and  corn  and  Brazilian  soybeans  in  long  traditional  U.S. 
markets.  An  East  Asian  trading  block  including  Australia  could 
displace  the  United  States  from  the  important  wheat  and  feed 
grain  growth  markets  in  that  area  that  have  been  important  U.S. 
markets  A  larger  European  trading  block  could  provide  a  captive 
market  for  EC  grain  in  East  Europe  and  the  Former  Soviet  Union 
and  possibly  even  in  North  Africa. 

LEADING  EXPORT  MARKETS 

Mr.  DuRBiN.  On  page  21  of  your  statement  you  have  a  table 
showing  exports  by  country  for  1980  and  1992.  How  would  1992 
compare  with  1980  if  it  was  expressed  in  1980  dollars?  Does  this 
table  reflect  real  growth  in  these  markets  or  just  inflation? 

Mr.  Collins.  I  am  providing  a  table  showing  the  relationship  be- 
tween the  nominal  and  real  values  of  exports.  For  some  markets, 
including  Canada  and  Mexico,  inflation-adjusted  exports  increased 
between  1980  and  1992. 

[The  information  follows:] 

U.S.  AGRICULTURAL  EXPORTS:  LEADING  MARKETS,  1992 

[In  billions  of  dollars] 

Fiscal  1992  (1980     Fiscal  1992  (1992 
dollars)  dollars) 


Fiscal  1980 


Country: 

Japan 

Canada 

Mexico 

Former  U.S.S.R . 

South  Korea 

Taiwan 

Netherlands 

Germany  ' 

Spain 


5.8 

4.9 

8.4 

1.8 

2.8 

4.8 

2.0 

2.2 

3.7 

1.5 

1.6 

2.7 

1.6 

1.3 

2.2 

1.1 

1.1 

1.9 

3.5 

1.1 

1.8 

1.9 

.6 

1.1 

1.5 

.6 

1.0 
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U.S.  AGRICULTURAL  EXPORTS:  LEADING  MARKETS,  1992— Continued 

[In  billions  of  dollars) 

Ficr,i  loan         Fiscal  1992  (1980     Fiscal  1992  (1992 

MSCai  138U  jg||3,3j  jg||3^5j 

United  Kingdom 1.0  .5  .9 

'  Includes  East  Germany  In  1992. 
Source  Economic  Researcti  Service.  USDA. 

RURAL  DEVELOPMENT 

Mr.  DuRBiN.  We  on  this  Committee,  as  well  as  Secretary  Espy, 
are  very  interested  in  rural  development  and  the  rural  economy. 
On  page  16  of  your  statement  you  mention  that  58  million  acres 
are  expected  to  be  set  aside  or  reduced  under  farm  programs  in 
1993.  Land  out  of  production  obviously  impacts  spending  for  feed, 
seed,  fertilizer,  fuel,  and  machinery.  Has  the  Department  studied 
the  impact  on  the  rural  economy  of  having  this  much  land  out  of 
production? 

Mr.  Collins.  Land  enrolled  in  the  Conservation  Reserve  Program 
or  CRP,  accounts  for  about  60  percent  of  the  expected  acreage  to  be 
idled  in  1993.  ERS  has  studied  the  CRP  and  estimated  that  the  na- 
tional economic  impacts  of  CRP  enrollment  were  not  large.  Howev- 
er, for  selected  areas  where  enrollment  in  CRP  was  high,  where 
economic  dependence  on  farming  was  also  high,  and  where  high 
valued  crops  were  being  retired,  local  area  impacts  dampen  eco- 
nomic activity  significantly,  particularly  for  input  industries  direct- 
ly linked  to  farming  such  as  those  dealing  in  seed,  fertilizer,  ma- 
chinery, etc.  Such  areas  are  most  prevalent  in  the  Plains,  Western 
Corn  Belt  and  in  the  Southeast.  In  the  ERS  local  area  impact 
study,  areas  with  the  highest  impact  on  overall  local  economic  ac- 
tivity were  in  the  Corn  Belt  where  retired  cropland  represented 
over  10  percent  of  all  cropland,  where  the  economy  was  highly  de- 
pendent upon  farming,  and  where  the  high  value  crops  of  corn  and 
soybeans  had  been  taken  out  of  production.  Estimates  of  local  im- 
pacts of  cropland  retirement  in  these  areas  were  in  the  range  of  3 
to  5  percent  reduction  in  overall  economic  activity.  Overall  reduc- 
tion in  this  range  suggest  significant  impacts  on  business  dealing 
with  the  farm  sector,  particularly  farm  input  dealers. 

PRICE  SUPPORT  PROGRAMS 

Mr.  DuRBiN.  For  fiscal  years  1992,  1993,  and  1994,  would  you 
please  provide  for  the  record  a  table  showing  the  CCC  net  outlays 
in  connection  with  each  of  the  various  price  support  programs? 

Mr.  Collins.  I  am  providing  a  table  showing  the  CCC  net  out- 
lays. 

[The  information  follows:] 
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CCC  NET  OUTLAYS  BY  PROGRAMS 

[In  millions  of  dollars] 


Program  1992  1993E  1994E 

Feed  Grains: 

Corn 2,105  5,250  3,180 

Sorghum 190  423  274 

Barley 174  185  103 

Oats 32  17  6 

Corn  and  Oat  Products 9 8 10 

Total  Feed  Grains 2,510  5,883  3,573 

Wheat  and  Products 1,714  2,274  1,847 

Rice 715  889  741 

Upland  Cotton 1,443  2,436  2,317 

Tobacco 29  -  2  - 13 

Dairy 232  145  230 

Soybeans -29  41  -40 

Peanuts 41  33  1 

Sugar - 19  -28  -30 

Honey 17  17  12 

Wool 191  183  191 

Operating  Expense ' 6  7  6 

Interest  Expense 532  194  154 

Export  Programs  ^ 1,455  2,698  1,853 

Disaster 1,054  1,226  0 

Other -158  1,094  1,412 

Total 9,738  17,090  12,255 

'  Does  not  include  CCC  Iransfers  to  General  Sales  Manager. 

2  Includes  Export  Guarantee  Program,  Direct  Export  Credit  Program,  CCC  transfer  to  ttie  General  Sales  Manager,  Market  Promotion  Program, 
Export  Entiancement  Program,  and  Dairy  Export  Incentive  Program, 

E  =  Estimated  in  the  FY  1994  Budget  Baseline  released  January  1993. 

PRICE  SUPPORT  PROGRAMS 

Mr.  DuRBiN.  For  fiscal  year  1993  it  is  estimated  that  CCC  net  ex- 
penditures will  be  over  $3  billion  higher  than  fiscal  year  1992  for 
corn.  So  that  the  record  will  be  complete,  you  might  discuss  why 
this  very  large  increase  occurs. 

Mr.  Collins.  The  increase  in  CCC  net  expenditures  in  fiscal  1993 
is  related  to  the  lower  U.S.  average  corn  price  for  the  1992  crop, 
which  is  causing  higher  deficiency  payments  and  greater  use  of  the 
nonrecourse  loan  program.  The  deficiency  payment  rate  for  the 
1992  crop  is  larger  by  about  35  cents  a  bushel  than  for  the  1991 
crop.  In  addition,  advance  deficiency  payments  for  the  1993  corn 
crop — paid  in  fiscal  1993 — are  larger  than  advance  payments  made 
in  fiscal  1992.  As  a  result,  deficiency  payments  in  fiscal  1993  are 
estimated  at  $4.4  billion,  $2.3  billion  larger  than  fiscal  1992.  Be- 
cause of  lower  prices,  more  corn  is  being  placed  under  loan  this 
year.  Net  loan  outlays  are  estimated  to  be  about  $0.8  billion  higher 
in  fiscal  year  1993. 

Mr.  DuRBiN.  An  increase  of  approximately  $1  billion  is  forecast 
for  net  expenditures  in  1993  compared  to  1992  for  upland  cotton. 
You  might  also  describe  what  causes  this  very  large  increase. 

Mr.  Collins.  Most  of  the  increase  in  CCC  net  expenditures  in 
fiscal  1993  is  due  to  lower  market  prices  for  the  1992  crop.  Deficien- 
cy payments,  including  loan  deficiency  payments,  are  estimated  to 
be  more  than  $600  million  larger  in  fiscal  year  1993,  compared  to 
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fiscal  1992.  Net  loan  outlays  in  fiscal  1993  also  are  larger  by  more 
than  $300  million. 

Mr.  DuRBiN.  Wheat  products  will  increase  by  approximately  $550 
million  over  fiscal  year  1992.  Would  you  please  describe  the  basis 
for  this  increase? 

Mr.  Collins.  The  estimated  increase  in  CCC  net  expenditures  for 
wheat  and  products  is  due  largely  to  higher  net  loan  outlays.  Be- 
cause of  strong  prices,  loans  repaid  in  fiscal  1992  exceeded  loans 
made  by  about  $135  million.  However,  in  fiscal  1993,  the  reverse  is 
true  as  loans  made  are  expected  to  exceed  repayments  by  about 
$255  million.  Thus,  net  loan  outlays  are  an  estimated  $390  million 
larger  in  fiscal  1993,  compared  to  fiscal  1992.  Advance  deficiency 
payments  are  larger  in  fiscal  1993  than  in  fiscal  1992  because  the 
price  outlook  is  weaker  than  it  was  a  year  earlier.  Deficiency  pay- 
ments, including  advance  payments,  are  an  estimated  $175  million 
larger  in  fiscal  1993. 

COST  OF  EC  FARM  SUBSIDIES 

Mr.  DuRBiN.  What  is  the  total  estimated  cost  of  EC  farm  subsi- 
dies for  fiscal  year  1992,  and  what  is  the  projection  for  1993?  Ex- 
plain the  various  component  parts  of  this  subsidy. 

Mr.  Collins.  The  EC  allocated  a  record  35.039  billion  ECU  or 
$48.08  billion  for  spending  on  agricultural  price  and  income  sup- 
port in  1992,  up  13  percent  from  1991.  Final  1992  EC  expenditures 
for  farm  support  are  not  yet  available,  but  are  expected  to  be  well 
below  appropriations.  Figures  for  the  first  10  months  of  the  1992 
budget  year  show  that  agricultural  expenditures  are  running  below 
target,  despite  the  weakening  of  the  dollar,  which  increases  export 
refund  costs,  and  overruns  for  several  commodities.  The  EC  Com- 
mission, the  EC's  administrative  body,  estimates  that  actual  farm 
spending  in  1992  will  total  31.973  billion  ECU  or  $43.9  billion,  9 
percent  under  budget  allocations,  but  nearly  1  billion  ECU  or  $1.37 
billion  above  the  1991  record. 

A  number  of  factors  contributed  to  the  increased  appropriations 
for  1992  compared  will  actual  spending  in  1991.  Appropriations  for 
grains  jumped  24  percent  to  6.3  billion  ECU  or  $8.6  billion,  exceed- 
ing those  for  milk  and  milk  products  5.7  billion  ECU,  or  $7.8  billion 
for  the  first  time.  Funding  was  increased  to  cover  the  cost  of  stor- 
ing record  quantities  of  grain  purchased  by  intervention  agencies 
and  to  pay  for  expected  increases  in  export  refunds. 

One  of  the  largest  increases  is  the  31-percent  rise  in  appropria- 
tions in  the  oilseeds  sector,  from  3.5  to  4.7  billion  ECU  or  $4.8-$6.4 
billion.  Most  of  the  increase  is  due  to  the  new  oilseed  program, 
which  requires  advance  payment  of  compensation  during  the  1992 
budget  year. 

Appropriations  for  1992  for  beef  and  veal  are  8  percent  above 
1991  actual  spending  levels,  but  nearly  double  the  1991  appropria- 
tions level.  Appropriations  for  1992  were  increased  to  cover  higher 
anticipated  costs  for  export  refunds  and  storage  aids. 

The  EC  Budget  Council  has  approved  a  1993  total  budget  for  the 
Community  of  69.2  billion  ECU  or  $95  billion,  a  10  percent  increase 
from  the  1992  total  budget.  The  agricultural  budget  is  expected  to 
account  for  34.042  billion  ECU  or  $46.7  billion  in  1993,  down  3  per- 
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cent  from  1992  appropriations  but  6.5  percent  higher  than  current 
estimates  of  actual  expenditures  for  1992. 

In  addition  to  spending  on  agricultural  price  and  income  support, 
a  large  share  of  the  total  cost  of  supporting  agriculture  in  the  Com- 
munity is  paid  by  other  EC  programs,  national  governments,  and 
consumers. 

Outlays  aimed  at  improving  agricultural  structures  are  covered 
under  a  separate  section  of  the  EC  agricultural  budget.  For  1992, 
the  EC  allocated  2.6  billion  ECU  or  $3.6  billion  to  pay  projects 
funded  under  this  section.  Annual  expenditures  by  individual 
member  states  to  support  agriculture  are  estimated  at  about  10  bil- 
lion ECU  or  $13.7  billion  by  the  Organization  for  Economic  Coop- 
eration and  Development. 

The  heaviest  burden  to  maintain  the  Common  Agricultural 
Policy  is  placed  on  consumers.  EC  consumers  pay  higher  food 
prices  because  the  CAP  maintains  domestic  prices  for  agricultural 
products  well  above  world  levels  and  restricts  competitively  priced 
imports.  According  to  OECD  estimates,  transfers  from  consumers 
to  the  agricultural  sector  due  to  agricultural  policies  amounted  to 
67.7  billion  ECU  or  $92.9  billion  in  1991,  the  most  recent  year 
available),  nearly  60  percent  of  the  estimated  total  transfers  to  ag- 
riculture of  114.7  billion  ECU  or  $157.4  billion.  Support  to  EC  agri- 
culture from  all  sources  exceeded  that  in  the  United  States  by 
nearly  $69  billion  in  1991,  according  to  OECD  estimates. 

Total  support  to  EC  agriculture  is  approaching  $160  billion,  of 
which  EC  consumers  pay  about  60  percent  of  the  cost.  As  a  result, 
EC  consumers  spend  17.2  percent  of  their  disposable  income  on 
food,  compared  with  11.5  percent  in  the  United  States. 

I  will  submit  additional  information  on  EC  support  of  agriculture 
for  the  record. 

[The  information  follows:]  » 

TABLE  1.— TOTAL  SUPPORT  ASSOCIATED  WITH  EC  AGRICULTURAL  POLICIES 

[In  billion  ECU] 

1988  1989  1990  1991 

Support  from  taxpayers  > 37.7  37.7  42.9  47.6 

Support  from  consumers  ^ 64.7  55.0  66.8  67.7 

Budget  revenues  3 C8) (i) (J) 15} 

Total  support 102.2  91.9  108.9  114.7 

'  Includes  both  EC  and  member  State  expenditures. 

2  Defined  as  the  implicit  tax  on  consumers  due  to  market  price  support  including  the  effect  of  import  tariffs,  levies,  quotas,  and  export  subsidies. 

=*  Estimated  budget  revenues  arising  from  price  policies. 

Source:  OECD  estimates, 

EC  EXPORT  PROGRAMS 

Mr.  DuRBiN.  What  programs  does  the  European  Community  op- 
erate that  would  be  similar  to  U.S.  export  programs  such  as  MPP, 
EEP,  and  GSM-102,  and  -103? 

Mr.  Collins.  The  EC  operates  a  major  program  of  export  subsi- 
dies to  alleviate  commodity  surpluses  caused  by  the  Common  Agri- 
cultural Policy.  While  export  credit  programs  are  not  specifically 
part  of  the  CAP,  the  EC  does  occasionally  provide  export  credit 
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guarantees  on  an  ad  hoc  basis.  However,  some  of  the  EC  member 
states  offer  export  credit  guarantees  for  farm  goods  produced  in 
their  country.  Export  market  promotion  is  usually  conducted  by 
producer  organizations  from  EC  member  states. 

I  will  supply  information  on  each  of  these  export  promotion  ef- 
forts for  the  record. 

[The  information  follows:] 

Export  Subsidies. — In  1991,  the  EC  spent  about  10  billion  European  Currency 
Units  ($14  billion)  in  export  subsidies  on  a  wide  range  of  commodities.  Expenditure 
on  export  subsidies  for  1992  is  expected  to  be  at  the  same  level.  The  EC  calls  these 
subsidies  "export  refunds,"  or  "export  restitutions,"  since  the  subsidies  make  up  the 
difference  between  the  higher  internal  EC  price  and  the  lower  world  price. 

Unlike  the  U.S.  EEP  program,  EC  export  subsidies  do  not  target  set  quantities  to 
specific  countries.  However,  EC  "standing  refunds"  do  set  the  unit  value  of  export 
subsidy  for  specific  destinations.  EC  "open  market  refunds"  are  available  to  all  des- 
tinations, and  adjust  the  unit  value  of  subsidy  on  a  weekly  basis  according  to  the 
destination. 

Export  Credits. — Although  the  CAP  does  not  feature  export  credit  provisions,  the 
EC  occasionally  offers  credit  packages  out  to  its  general  budget.  This  is  rare,  howev- 
er. In  the  last  2  years,  the  EC  has  extended  two  credit  packages  to  the  former  Soviet 
Union:  one  of  500  million  ECU  in  guaranteed  credit  for  commercial  food  purchases; 
and  the  other  of  1.25  billion  ECU  in  credit  for  food  and  medicine.  Cereals,  sugar, 
and  rice  are  among  the  products  on  the  EC-approved  list. 

Certain  EC  member  states  guarantee  export  loans  in  support  of  agricultural  prod- 
ucts. Generally,  these  programs  support  agricultural  as  well  as  non-agricultural 
products,  fulfilling  many  of  the  functions  of  the  U.S.  Export-Import  Bank  and  Com- 
modity Credit  Corporation  combined. 

The  most  active  is  the  French  COFACE  (Compagnie  Francaise  de  I'Assurance 
pour  le  Commerce  a  I'Exterieur),  a  semi-private  company  controlled  by  the  French 
government.  COFACE  provided  credit  for  the  sale  of  1.9  million  tons  of  wheat  and 
500,000  tons  of  barley  to  Russia  in  early  1992.  Credit  for  a  further  sale  of  over  2 
million  tons  of  grain  to  Russia  has  been  backed  by  COFACE.  Other  countries  oper- 
ating export  credit  guarantee  programs  which  may  support  agricultural  products  in- 
clude Germany,  the  United  Kingdom,  and  Italy. 

EC  member  states  support  export  promotion  agencies  or  companies  funded  pri- 
marily by  producer  assessments  and  supported  by  national  governments  and  private 
companies.  The  promotion  companies  may  represent  consortia  of  producer  organiza- 
tions (the  German  central  association  of  agricultural  cooperatives)  or  act  as  a  pri- 
vate company  which  receives  government  support  and  charges  private  companies 
for  market  research  and  promotion  activities  (the  French  Societe  pour  I'Expansion 
de  Ventes  de  Produits  Agricoles  et  Alimentaires — SOPEXA). 

CHANGES  IN  EC  FARM  PROGRAMS 

Mr.  DuRBiN.  What  adjustments  have  the  Europeans  made  in 
their  farm  programs  during  the  last  two  years  that  would  cause 
the  cost  of  their  programs  to  either  increase  or  decrease? 

Mr.  Collins.  The  EC  has  put  in  place  a  significant  reform  of  its 
Common  Agricultural  Policy.  The  reform  was  spurred  by  the 
growth  of  EC  expenditure  for  agriculture,  continued  surplus  prp- 
duction,  and  the  ongoing  agriculture  negotiations  under  the  Gener- 
al Agreement  on  Tariffs  and  Trade.  Changes  in  EC  agriculture 
brought  about  by  CAP  reform  could  lead  to  lessening  of  tensions  in 
the  U.S.-EC  agricultural  trade  relationship. 

The  reform  contains  changes  in  the  policy  mechanisms  used  to 
support  the  grains,  oilseeds,  protein  crops,  beef,  sheepmeat,  and  to- 
bacco sectors  which  will  be  phased  in  over  3  years  beginning  in 
1993.  For  arable  crops  such  as  grains,  oilseeds,  and  protein  crops 
and  beef,  producers  will  be  compensated  for  reductions  in  support 
prices  through  increased  direct  payments.  These  payments  will  be 
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based  on  the  area  planted  to  crops  or  the  number  of  livestock  per 
herd. 

In  addition,  new  supply  control  measures  designed  to  reduce 
output  and  limit  EC  budget  outlays  will  be  put  in  place  in  the 
arable  crops,  beef,  tobacco,  and  sheepmeat  sectors.  Larger  produc- 
ers, accounting  for  roughly  65  percent  of  EC  arable  crops  area,  will 
be  required  to  set  aside  15  percent  of  their  area  for  the  1993/94 
marketing  year.  In  future  years,  the  set-aside  rate  will  be  deter- 
mined by  market  conditions  in  the  EC.  Limits  have  been  placed  on 
the  number  of  livestock  payments  producers  may  receive. 

The  previous  CAP  policies  increased  agricultural  output,  chang- 
ing the  EC  from  a  net  importer  to  a  net  exporter  of  many  major 
commodities.  U.S.  exports  were  displaced  in  EC  and  third-country 
markets.  Providing  support  to  farmers  through  direct  payments 
gives  less  of  an  incentive  to  increase  production  than  high  guaran- 
teed prices.  Under  CAP  Reform,  significant  price  reductions  and 
supply  control  measures  in  the  arable  crops  sectors  will  reduce  pro- 
duction of  grains,  oilseeds  and  protein  crops. 

Consumption  of  agricultural  products  within  the  EC  will  be  en- 
couraged by  lower  prices.  Lower  output  and  increased  domestic  use 
should  reduce  the  EC's  supplies  available  for  export.  These  changes 
in  EC  agricultural  production,  consumption  and  trade  will  have  an 
impact  on  international  and  IJ.S.  markets,  and  on  the  EC's  ability 
to  make  commitments  in  the  GATT  talks. 

Although  the  CAP  Reform  program  was  designed  in  part  to 
reduce  EC  budgetary  outlays  for  agriculture,  spending  should  in- 
crease in  the  early  years  of  implementation.  The  EC  Commission 
has  estimated  that  expenditure  in  1997  will  be  2.3  billion  ECU  or 
$3.1  billion  more  than  the  record  35  billion  ECU  $48  billion  appro- 
priated for  agricultural  price  and  income  support  spending  in  1992. 

However,  the  type  of  spending  will  be  changed.  Direct  payments 
to  producers  will  grow  considerably  in  importance,  particularly  in 
the  arable  crops  sector.  The  costs  associated  with  intervention 
buying  will  be  reduced  because  of  lower  intervention  prices,  and 
because  quantities  produced  should  drop.  Per  unit  export  subsidies 
will  fall,  because  price  cuts  mean  a  smaller  difference  between  the 
EC  and  world  prices.  Reduced  production  should  also  mean  reduced 
quantities  available  for  export. 

I  will  submit  additional  information  on  the  CAP  reforms  for  the 
record. 

[The  information  follows:] 

TRANSITION  TO  THE  NEW  CAP-PRICES  ARE  LOWERED  AND  DIRECT  PAYMENTS  INCREASED  OVER  3 

YEARS 

Policy  mechanism  1991/92  1993/94  1994/95  1995/96 

Cereals  intervention  price..  155  ECU/t 117  ECU/t 108  ECU/t 100  ECU/t. 

Cereals  payment NA 25  ECU/t 35  ECU/t 45  ECU/t. 

Oilseeds  payment 162.5  ECU/t 152  ECU/t 152  ECU/t 152  ECU/t. 

Protein  crops  payment NA 65  ECU/t 65  ECU/t 65  ECU/t. 

Set-aside  payment Varies  by  member  state....  207  ECU/tia 207  ECU/ha 207  ECU/ha. 

Beef  intervention  price 3,430  ECU/t 3,258.5  ECU/t 3,087  ECU/t 2,915.5  ECU/t. 

Note —Payments  shown  are  based  on   EC  average  yields.  Actual  payments  will  depend  on  regional  yields  in  each  member  state.   1 
hectare  =  2  471  acres 
Source:  Economic  Research  Service,  USDA. 
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NEW  ZEALAND 

Mr.  DuRBiN.  The  government  of  New  Zealand  largely  terminated 
their  farm  subsidy  programs.  Would  you  please  discuss  in  some 
detail  what  the  impact  has  been  on  New  Zealand  farmers  and  New 
Zealand  agriculture? 

Mr.  Collins.  The  impact  from  agricultural  specific  reforms  in 
New  Zealand  (NZ)  since  1984  has  led  to:  lower  product  prices  and 
land  values;  cost-cutting  attempts  by  farmers  and  those  dealing 
with  farmers,  both  in  supplying  farm  inputs  and  marketing  agri- 
cultural products;  and  shifts  in  the  location  and  output  composition 
of  producers  especially  those  that  were  heavily  subsidized,  for  ex- 
ample sheep. 

From  most  accounts,  the  severity  of  resource  adjustment,  al- 
though far  from  being  painless,  has  not  been  as  great  as  originally 
anticipated.  Agriculture-specific  reforms  were  preceded  and  fol- 
lowed by  other  reform  measures  undertaken  by  the  New  Zealand 
Government  and  world  markets  experienced  major  changes  in  the 
1980's,  making  cause-and-effect  conclusions  difficult. 

Lamb,  mutton,  and  beef  prices  declined  in  the  period  following 
reforms.  Generally  rising  input  prices  throughout  the  period  put 
severe  pressure  on  net  farm  incomes  and  pushed  up  farm  borrow- 
ing to  maintain  cash-flow.  As  a  result,  real  profit  levels  on  sheep 
and  beef  farms  dropped  over  50  percent  from  1984  to  1989.  With 
increased  borrowing,  interest  costs  as  a  component  of  total  farm  ex- 
penditures increased  and  debt-to-equity  ratios  of  14  percent  in 
1980/81  increased  to  36  percent  by  1985/86.  By  1992,  ratios  re- 
turned to  21  percent,  lower  than  was  earlier  expected. 

Annual  farm  sales  dropped  to  less  than  2,000  in  1986,  compared 
with  a  1970-81  average  of  4,500.  Decreased  demand  for  sales  trans- 
lated into  lower  over-all  land  values,  especially  on  sheep  and  grain 
farms.  Also,  farm  sales  to  non-family  members  increased  as  a  per- 
centage of  total  transactions,  70  percent  in  the  early  1980's  to  over 
80  percent  by  the  late  1980's,  indicating  that  some  farmers  were 
cashing  in  on  their  "reduced"  financial  stake  in  agricultural  prop- 
erty and  were  abandoning  farming  as  a  viable  employment  option 
for  their  heirs. 

Absolute  farm  numbers  did  not  drop,  but  enterprises  shifted 
from  sheep  and  beef  to  dairy,  fruit,  vegetables,  deer  and  goat  farm- 
ing. Acreage  shifts  were  pronounced  for  wheat  and  barley,  reflect- 
ing reforms  for  those  crops. 

Greater  diversification,  especially  from  sheep  to  a  mix  of  sheep 
with  beef  and  other  enterprises,  appears  to  have  been  a  successful 
strategy  in  sustaining  total  farm  numbers.  Also,  farmers  sought 
savings  in  resource  use.  Initial  research  findings,  joint  work  in 
process  at  the  University  of  Missouri  and  ERS,  indicate  that  New 
Zealand  farm  productivity  has  increased  since  reforms.  The  sources 
of  this  apparent  increased  efficiency  may  include  less  efficient 
farms  going  out  of  business;  reduced  use  of  variable  inputs;  and 
adoption  of  more  efficient  technology  by  surviving  producers.  There 
is  evidence  that  producers  may  have  "run  down"  their  capital 
stock  by  not  offsetting  depreciation  on  equipment  and  machinery 
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and  not  maintaining  soil  fertility.  These  longer-term  impacts  have 
been  identified,  but  not  analyzed. 

HISTORICAL  CROP  YIELDS 

Mr.  DuRBiN.  On  pages  27  and  28  of  your  prepared  statement  you 
have  charts  that  show  the  dramatic  increase  in  wheat,  corn,  and 
soybean  yields  that  occurred  since  1929.  Why  do  you  start  with 
1929?  Were  yields  relatively  stable  prior  to  then? 

Mr.  Collins.  The  year  1929  was  a  convenient  starting  point  be- 
cause it  precedes  the  depression  and  the  1930's  when  the  country 
experienced  a  devastating  drought.  Yield  data  for  wheat  and  corn 
actually  go  back  to  1866,  providing  a  period  of  126  years  of  yield 
data.  Annual  yields  for  wheat  and  corn  were  variable  before  1929 
but  generally  did  not  show  an  upward  trend.  Wheat  yields  ranged 
from  a  low  of  10.9  bushels  per  acre  in  1876  to  a  high  of  16.7  bushels 
in  1915.  Corn  yields  ranged  from  a  low  of  18.2  bushels  per  acre  in 
1901  to  a  high  of  30.3  bushels  in  1920.  Soybeans  are  a  newer  crop, 
and  historical  soybean  yields  are  available  back  to  1924.  Prior  to 
1929,  soybean  yields  increased  from  11.0  bushels  per  acre  in  1924  to 
13.6  bushels  in  1928. 

Mr.  DuRBiN.  Would  you  please  place  each  chart  in  the  record 
along  with  another  chart  for  each  commodity  that  shows  prices  per 
bushel  and  prices  per  bushel  in  1929  dollars? 

Mr.  Collins.  I  am  submitting  charts  showing  nominal  prices  and 
real  prices  in  1929  dollars  for  wheat,  corn,  and  soybeans. 

[The  information  follows:] 
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CHANGES  IN  FARM  OWNERSHIP 

Mr.  DuRBiN.  Please  provide  for  the  record  a  table  showing  the 
number  of  farmers  leaving  agriculture  for  the  years  1982  through 
1992  and  estimates  for  1993  and  1994. 

Mr.  Collins.  The  table  I  am  submitting  shows  the  annual  change 
in  farm  numbers  since  1982,  with  projections  for  1993  and  1994. 
These  are  net  figures  reflecting  the  difference  between  the  number 
leaving  farming  and  the  number  of  beginning  farmers.  The  projec- 
tions are  not  based  on  economic  forecasts,  they  are  simply  moving 
averages  of  data  for  recent  years. 

[The  information  follows:] 

NUMBER  OF  FARMS  AND  ANNUAL  CHANGE  1982-1994 


Number 
(thousands) 


Change  from 
previous  year 


Year: 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

1993' 

1994  2 

>  Preliminary  projections  based  on  4-year  average  of  annual  net  decline  in  farms. 
Source:  National  Agricultural  Statistics  Service. 


2,407   

2,379 

-28 

2,334 

-45 

2,293 

-41 

2,250 

-43 

2,213 

-37 

2,197 

-16 

2,171 

-27 

2,140 

-30 

2,105 

-36 

2,096 

-9 

2,071 

-25 

2,047 

-24 

FOREIGN  OWNERSHIP  OF  U.S.  FARMLAND 

Mr.  DuRBiN.  Would  you  please  provide  for  the  record  the  table 
showing  the  foreign  ownership  of  U.S.  farmland  for  fiscal  years 
1982  through  1992  and  estimates  for  1993  and  1994. 

Mr.  Collins.  The  table  I  am  submitting  shows  foreign  ownership 
of  U.S.  agricultural  land,  farm  and  forest  land,  for  calendar  years 
1982  through  1992.  These  figures  are  slightly  below  1  percent  of  the 
1.3  billion  acres  of  privately  owned  agricultural  land  in  the  United 
States.  It  is  unlikely  that  there  will  be  any  dramatic  changes  in 
foreign  ownership  of  agricultural  land  in  1993  and  1994. 

As  of  12/31/92,  foreign  persons  from  Canada,  the  U.K.,  Germany, 
France,  Switzerland,  the  Netherlands  Antilles,  and  Mexico  ac- 
counted for  74  percent  of  the  foreign-held  acreage.  Foreign  persons 
from  Japan  own  only  3  percent  of  the  foreign-owned  acres,  477,000 
acres. 

Corporations  own  72  percent  of  the  acreage;  partnerships,  20  per- 
cent; and  individuals,  6  percent.  The  remaining  2  percent  is  held  by 
estates,  trusts,  associations,  institutions,  and  others. 

U.S.  corporations,  in  which  foreign  persons  have  a  significant  in- 
terest or  substantial  control,  own  54  percent  of  all  foreign-held 
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land.  The  remaining  46  percent  is  held  by  foreign  persons  not  affili- 
ated with  a  U.S.  corporation. 

Forest  land  accounts  for  49  percent  of  all  foreign-owned  acreage, 
cropland  for  17  percent,  pasture  and  other  agricultural  land  for  31 
percent,  and  agricultural  land  not  used  for  agricultural  purposes 
for  3  percent. 

Foreigners  do  not  appear  to  be  taking  purchased  agricultural 
land  out  of  production.  No  change  in  intended  use  at  the  time  of 
filing  was  reported  for  94  percent  of  the  acreage. 

[The  information  follows:] 

Foreign  ownership  of  U.S.  agricultural  land 
[In  million  acres] 

1982 13.4 

1983 13.7 

1984 14.0 

1985 12.1 

1986 12.4 

1987 12.5 

1988 12.5 

1989 12.9 

1990 14.4 

1991 14.8 

1992 14.5 

CHANGE  IN  MARKET  PRICES 

Mr.  DuRBiN.  For  the  record  please  provide  a  table  listing  each  of 
the  major  commodities  showing  their  1983  price,  their  current 
price,  and  the  price  in  1983  inflated  dollars. 

Mr.  Collins.  I  am  submitting  a  table  that  shows  the  1983  prices, 
current  prices,  and  1983  prices  inflated  to  1992  for  major  field 
crops,  livestock  and  poultry  products,  and  fruits  and  vegetables. 

[The  information  follows:] 

PRICES  FOR  SELECTED  COMMODITIES:  1983,  1992,  AND  1983  INFLATED  LEVELS 

1983  inflated 
Commodity  Unit  1983  price  1992  price        price  (1983 

dollars) ' 

Field  crops: 

Wheat Dollars/bu 

Corn do 

Sorghum do 

Barley do 

Oats do 

Soybeans do 

Rice Dollars/cwt 

Cotton Cents/lb 

Livestock  and  poultry: 

Beef  cattle Dollars/cwt 

All  hogs do 

All  milk do 

12-city  broiler Cents/lb 

Turkeys,  eastern  region,  hens do 

Fruits  and  vegetables: 

All  oranges Dollars/box 

All  apples Dollars/lb 

All  potatoes Dollars/cvi/t 

All  dry  edible  beans do 

Tomatoes,  fresh do 


3.53 

3.00 

4.80 

3.25 

2.37 

4.42 

2.84 

2.25 

3.86 

2.50 

2.10 

3.40 

1.67 

1.20 

2.27 

7.81 

5.60 

10.62 

8.76 

7.58 

11.91 

66.40 

68.20 

90.30 

55.50 

75.36 

75.48 

46.80 

48.05 

63.65 

13.58 

13.11 

18.47 

46.40 

52.60 

63.10 

60.80 

59.90 

82.69 

5.96 

7.68 

8.11 

.149 

.149 

.20 

5.82 

5.28 

7.92 

22.40 

21.00 

30.46 

24.00 

36.30 

32.64 
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PRICES  FOR  SELECTED  COMMODITIES:  1983,  1992,  AND  1983  INFLATED  LEVELS— Continued 


Cammodity 


Unit 


1983  price         1992  price 


1983  inflated 

price  (1983 

dollars) ' 


Lettuce,  fresh do 

Onions,  fresh do 

Broccoli,  fresh do 

Carrots,  fresh do 

Sweet  corn,  fresh do 

Celery,  fresh do 

Honeydew  melons do 

Tomatoes,  canning Dollars/ton . 

Sweet  corn,  canning do 

Sweet  corn,  freezing do 

Snap  beans,  canning do 

Green  t)eans,  freezing do 


12.30 

12.50 

16.73 

12,40 

12.80 

16.86 

28.20 

22.90 

38.35 

12.70 

10.70 

17.27 

14.40 

14.70 

19.58 

13.70 

12.20 

18.63 

13.20 

14.90 

17.95 

68.40 

58.00 

93.02 

58.30 

61.70 

79.29 

62.10 

68.20 

84.46 

153.00 

166.00 

208.08 

178.00 

191.00 

242.08 

'  Inflated  using  the  GNP  deflatof  wtiere  1983  =  100  and  1992  =  136. 

BALANCE  OF  PAYMENTS 

Mr.  DuRBiN.  American  agriculture  has  contributed  significantly 
to  the  U.S.  balance  of  payments.  Please  provide  for  the  record  a 
history  of  this  role  in  terms  of  other  sectors  of  the  economy. 

Mr.  Collins.  I  am  providing  for  the  record  a  table  that  shows 
American  agriculture  has  contributed  not  only  to  the  U.S.  balance 
of  payments,  but  also  to  other  sectors  of  the  economy.  It  is  estimat- 
ed that  in  recent  years  the  food  and  fiber  industry  employed  more 
than  20  million  people,  had  an  output  over  1.8  trillion  dollars,  and 
generated  more  than  800  billion  dollars  worth  of  value-added  or 
GNP,  more  than  15  percent  of  total  gross  national  product.  Nearly 
17  percent  or  one  out  of  every  six  American  workers  were  em- 
ployed in  the  food  and  fiber  system  in  recent  years. 

The  food  and  fiber  industry  provided  more  than  18  million  non- 
farm  jobs — most  of  which  were  service  jobs.  Gross  national  product 
produced  in  nonfarm  sectors  through  farm-related  activities 
amounted  to  more  than  $750  billion — again,  most  was  service 
income,  but  slightly  more  evenly  distributed  across  the  nonfarm 
sectors  of  the  economy. 

[The  information  follows:] 

EMPLOYMENT  AND  GROSS  NATIONAL  PRODUCT  RELATED  TO  PRODUCING,  PROCESSING,  AND 

DISTRIBUTING  FARM  PRODUCTS 


Item 


1975 


1980 


1985 


1987 


1989 


1990 


MILLION  WORKERS 

Total  food  and  fitwr 20.3 

Percent  of  domestic  economy 21.6 

Employment: 

Farm  sector 3.0 

Nonfarm  sectors 17.2 

Food  processing 1.5 

Manufacturing 3.3 

Transportation,  trade  and  retailing 5.7 

Eating 3.1 

All  other 3.7 


21.4 

21.1 

20.1 

21.0 

20.7 

20.1 

18.2 

16.7 

17.0 

16.6 

2.6 

2.3 

1.9 

2.2 

2.1 

18.9 

18.7 

18.2 

18.8 

18.6 

1.5 

1.5 

1.3 

1.3 

1.3 

3.3 

2.9 

2.6 

2.7 

2.6 

6.4 

6.7 

6.6 

6.8 

6.8 

3.6 

3.6 

3.8 

3.8 

38 

4.0 

4.1 

3.9 

4.1 

4.1 
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EMPLOYMENT  AND  GROSS  NATIONAL  PRODUCT  RELATED  TO  PRODUCING,  PROCESSING,  AND 
DISTRIBUTING  FARM  PRODUCTS— Continued 


Item 


1975 


1980 


1985 


1987 


1989 


1990 


Total  domestic  economy 93.8        106.9       115.5        119.9       123.9        124.8 

PERCENT 

Farm  sector 3.2  2.4  2.0  1.6  1.8  1.7 

Nonfarm  sectors 18.4         17.7         16.2         15.2         15.2         14.9 

Total  domestic  economy 100.0        100.0        100.0        100.0        100.0        100.0 

DOLLARS  IN  BILLIONS 

Total  tood  and  fiber 325.7  499.9  698.7  715.3  820.1  843.5 

Percent  of  domestic  economy 20.4  18.3  17.4  15.8  15.8  15.4 

Value  added  by  activity: 

Farm  sector 43.3  55.1  71.4  59.9  71.4  76.2 

Nonfarm  sectors 282.4  444.8  627.4  655.4  748.7  767.2 

Food  processing 38.7  56.0  83.7  83.1  93.9  96.8 

Manufacturing 57.0  83.0  102.1  101.3  115.9  117.9 

Transportation  trade  and  retailing 96.8  157.5  220.9  232.2  262.8  270.1 

Eating 25.7  42.0  57.5  65.8  73.5  76.4 

Another 64.2  106.3  163.2  173.0  202.6  206.1 

Total  domestic  economy 1,598.4  2,732.0  4,014.9  4,515.6  5,200.8  5,465.1 

PERCENT 

Farm  sector 2.7  2.0  1.8  1.3  1.4  1.4 

Nonfarm  sectors 17.7         16.3         15.6         14.5         14.4         14.0 

Total  domestic  economy 100.0        100.0        100.0       100.0        100.0        100.0 

Source:  Economic  Research  Service,  USDA. 

Mr.  DuRBiN.  Let  me  yield  to  my  colleague  from  New  Mexico,  Mr. 
Skeen. 

Mr.  Skeen.  Thank  you,  Mr.  Chairman. 

Mr.  Collins,  I  think  you  did  an  outstanding  job  of  briefing  out 
what  the  entire  world  situation  is  in  one  of  the  best  expositions  I 
ever  heard.  I  appreciate  it. 

Mr.  Collins.  Thank  you. 

RUSSIAN  DEBT 

Mr.  Skeen.  What  I  am  really  concerned  about  as  far  as  the 
former  Soviet  Union  is  concerned,  who  are  we  dealing  with  as  far 
as  the  debt  responsibility?  Is  there  a  clear  line  of  delineation  in 
that  regard? 

Mr.  Collins.  Well,  at  the  moment  it  is  not  fully  clear  to  me.  It 
may  be  more  clear  to  our  negotiators. 

There  are  three  areas  of  responsibility,  there  is  the  former  Soviet 
Union  itself,  which  incurred  debt.  Since  the  breakup  of  the  former 
Soviet  Union,  we  have  the  individual  republics  that  have  incurred 
debt.  So  we  have  obligations  that  the  former  Soviet  Union  owes  us. 
We  have  obligations  that  Russia  owes  us,  obligations  that  Ukraine 
owes  us. 

Mr.  Skeen.  Let's  go  back  to  the  cotton  situation,  for  instance,  be- 
cause the  former  Soviet  Union  has  had  a  profound  effect  on  the 
world  cotton  market.  I  didn't  realize  the  former  Soviet  Union  was 
that  big  a  producer  of  cotton.  Now  they  are  exporting  it  instead  of 
using  it  domestically. 
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Mr.  CoLUNS.  That  has  been  a  serious  problem.  If  you  go  back  a 
decade  ago,  the  former  Soviet  Union  grew  12,  13  million  bales  of 
cotton.  Today  they  are  down  to  9  or  10  million  bales. 

The  problem  is  their  domestic  cotton  use  has  been  slashed,  it  has 
dropped  dramatically.  In  addition  to  that,  they  used  to  export  a  lot 
of  their  cotton  to  East  Europe.  Before  the  change  toward  market 
reforms  in  East  Europe,  East  Europe  used  to  buy  4V2  million  bales 
of  cotton  per  year.  Now  they  are  buying  2y2  million.  So  even  with 
less  production,  cotton  has  been  piling  up  in  the  former  Soviet 
Union.  They  became  the  lowest  cost  supplier  of  cotton  in  the  world 
in  the  last  two  years  and  they  have  been  exporting  to  the  tune  of 
about  4  million  bales  annually,  which  makes  them  the  world's 
second  largest  exporter  now. 

Mr.  Skeen.  What  has  been  the  drop  in  the  world  market  price? 

Mr.  Collins.  Since  1991,  in  the  order  of  20  to  25  cents  a  pound. 

Mr.  Skeen.  I  think  it  indicates  a  hard-nosed  approach  and  effort 
to  get  hard  currency,  and  that  is  where  the  big  problem  is. 

Mr.  CoLUNS.  The  problem  has  been  that  there  has  been  a  break- 
up in  their  inter-republic  trade,  plus  the  republics  have  gotten  a  lot 
of  marketing  assistance  from  cotton  merchants  and  other  people  to 
help  them  get  into  the  world  market. 

Part  of  the  solution  for  us  in  this  is  I  don't  think  that  the  former 
Soviet  Union  is  going  to  increase  cotton  production  over  the  next 
few  years. 

Mr.  Skeen.  They  haven't.  They  have  just  been  displacing  their 
own  market. 

Mr.  Collins.  Part  of  the  solution  would  be  to  see  Eastern  Europe 
get  its  market  reforms  behind  them  and  start  using  more  cotton. 

The  former  Soviet  Union  has  taken  about  7  percent  of  our  oil- 
seeds over  the  last  several  years,  and  that  is  another  market  that 
we  were  looking  for  to  get  strength  in  soybean  meal  in  particular. 

Mr.  Skeen.  Thank  you,  Mr.  Chairman.  I  would  like  to  go  back 
and  ask  questions  on  that. 

Mr.  DuRBiN.  Are  there  any  other  questions  on  the  Russian  trade 
issue? 

BARTER 

Ms.  Kaptur.  Mr.  Chairman,  I  have  one  question  relating  to  au- 
thority of  the  CCC  in  the  area  of  barter,  and  I  wonder  if  in  dealing 
with  the  former  Soviet  Union,  to  what  extent  is  the  department 
pursuing  those  options? 

I  have  just  read  some  news  articles  and  the  former  Soviet  Union 
certainly  has  strategic  materials  that  are  available.  I  don't  know  to 
what  extent  those  discussions  have  been  ongoing  in  terms  of  deal- 
ing with  this  agricultural  question. 

Could  you  expand  on  this  question  please?  I  am  very  interested 
in  barter  with  those  countries. 

Mr.  CoLUNS.  Sure. 

Ms.  Kaptur.  Republics,  excuse  me. 

Mr.  Collins.  My  knowledge  in  this  area  is  somewhat  limited. 
Secretary  Espy  has  publicly  stated  he  has  looked  at  a  number  of 
options.  I  would  think  that  barter  is  probably  among  those  options. 
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We  have  some  barter  trade  through  the  Export  Enhancement 
Program  with  the  former  Soviet  Union.  It  has  been  very  limited. 
These  have  involved  third-party  transactions  where  some  third 
country  receives  a  product  from  the  former  Soviet  Union,  pays  us 
and  we  export  wheat,  for  example,  to  the  former  Soviet  Union,  and 
apply  the  EEP  bonus  to  it.  There  has  been  some  of  those  three-way 
trades.  But  it  has  been  small,  only  a  million  and  a  half  tons  of 
wheat  thus  far. 

I  come  up  here  as  an  economist,  and  economists,  as  almost  an  act 
of  faith,  don't  like  barter. 

Ms.  Kaptur.  I  know  that.  It  isn't  money,  is  it? 

Mr.  Collins.  We  say  if  a  country  wants  to  barter,  they  suffer 
from  one  of  two  problems:  Either  they  don't  know  how  to  market 
or  they  are  marketing  something  that  is  lousy. 

Ms.  Kaptur.  But  we  know  the  former  is  true  and  probably  the 
latter  is  true,  but  we  have  to  move  them  along  the  continuum. 
There  is  a  development  continuum,  right,  of  a  free  enterprise  econ- 
omy. So  how  do  we  help  them  use  barter  to  move  to  the  next  level? 

Mr.  Collins.  I  think  the  case  is  stronger  for  barter  in  the  former 
Soviet  Union  than  probably  any  other  place  I  have  seen.  The 
reason  I  say  that  is  the  problem  they  have  had  in  repatriating  for- 
eign exchange  earnings  when  they  have  had  agents  within  the  var- 
ious groups  export  commodities,  the  foreign  exchange  doesn't 
always  find  its  way  back  to  the  country.  Selling  in  kind  could  help 
solve  that  problem. 

There  is  no  doubt  they  have  got  oil.  They  have  vast  reserves  of 
timber.  They  have  cotton.  Some  private  cotton  barter  has  taken 
place,  for  example,  so  there  is  some  prospect  for  that,  but  I  really 
can't  tell  you  whether  that  will  be  part  of  the  final  package  that 
the  administration  proposes  or  not. 

Ms.  Kaptur.  I  will  tell  you  what  I  would  really  appreciate,  be- 
cause I  have  been  interested  in  this  for  a  very,  very  long  time.  I  am 
most  interested  in  how  you  could  get  barter  transactions  going.  No 
one  has  written  the  text  on  how  one  changes  from  a  Communist 
economy  to  a  free  market  economy.  We  have  got  to  look  at  some 
new  lessons  in  this  regard.  Barter  is  the  beginning  of  that  develop- 
mental chain.  Others  may  disagree  with  that  point  of  view. 

But  I  would  very  much  appreciate  it  if  you  could  go  back  to  your 
friends  and  experts  within  USDA  and  perhaps  within  the  Govern- 
ment of  the  United  States.  Send  me  the  names  of  two  or  three 
people  that  know  the  most  about  this.  I  would  love  to  meet  with 
them.  I  think  we  can  do  a  lot  here.  It  can  be  people  from  the  World 
Bank;  they  wouldn't  have  to  be  people  from  the  USDA  or  the  Ex- 
Im  Bank.  It  doesn't  really  matter.  But  I  would  like  to  turn  over  an- 
other page  on  this  question.  They  desperately  need  it.  So  do  we. 

Mr.  Collins.  I  would  be  happy  to  do  that.  I  think  another  aspect 
that  points  toward  barter  is  the  foreign  exchange  inconvertibility 
of  the  ruble.  I  will  give  you  some  references  including  some  private 
trade  people  who  have  been  involved  in  bartering  cotton  out  of  Uz- 
bekistan. You  might  find  those  names  helpful. 

Ms.  Kaptur.  I  have  got  to  believe  there  are  individuals  some- 
where who  could  help  us  do  this.  I  would  be  most  grateful  for  that. 
Thank  you.  I  know  it  is  a  bit  unconventional,  but  the  situation  we 
are  dealing  with  is  a  bit  unconventional. 
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Mr.  Collins.  We  need  creative  solutions. 

Mr.  DuRBiN.  Any  other  questions? 

Mr.  Peterson? 

Mr.  Peterson.  Just  to  follow  along  with  what  Marcy  is  talking 
about,  this  barter  in  the  old  Soviet  Union  is  much  more  important 
than  what  anyone,  I  think,  is  imagining.  Incidentally,  this  isn't 
new.  Oxycam  and  a  few  other  companies  are  bartering  for  ammo- 
nia and  a  few  other  things  coming  out  of  those  countries  for  years. 

Given  the  fact  that  they  have  limited  currency,  we  have  got  to 
prime  the  pump.  We  have  to  have  this  transition  zone.  If  they  have 
products  we  can  barter,  rather  than  us  having  them  owe  us  some- 
thing on  the  books,  it  makes  a  lot  of  sense  to  me.  I  think  we  have 
got  to  address  that. 

INFRASTRUCTURE  OF  SHIPMENTS 

The  other  thing  that  occurs  to  me  is,  what  do  you  see  as  the 
problem  or  potential  problem  in  the  infrastructure  in  dealing  with 
our  shipments  to  all  of  these  various  republics?  We  have  to  deal 
with  each  of  those  separately  now.  And  obviously  it  is  going  to 
matter  into  some  transshipments,  I  presume,  in  Ukraine  and  the 
major  port  facilities  that  used  to  be  Russia.  It  is  not  anymore.  It  is 
other  things. 

And  how  is  that  going  to  add  cost  and/or  tariffing?  What  is  the 
apparatus  that  is  going  to  fall  into  place  there? 

Mr.  Collins.  I  honestly  don't  know  what  will  evolve  over  the 
coming  year  in  that  regard.  I  do  know  that  you  would  have  to  look 
with  some  question  at  how  well  the  former  Soviet  Union  will  func- 
tion as  a  commercial  buyer  in  the  future. 

Now  that  they  are  in  arrears  on  our  commercial  guarantee  pro- 
gram, many  people  are  looking  toward  concessional  types  of  pro- 
grams. When  you  move  toward  concessional  programs,  then  you 
move  toward  cargo  preference.  For  example,  we  would  have  to  pay 
cargo  preference  rates.  That  would  certainly  be  one  marketing  cost 
that  could  emerge  as  we  look  out  over  the  next  year  or  two. 

Mr.  Peterson.  What  do  you  see  as  the  problem  or  potential  prob- 
lem in  the  infrastructure  in  dealing  with  our  shipments  to  all  of 
these  republics  of  the  FSU? 

Mr.  Collins.  The  political  breakup  of  the  FSU  is  one  reason  for 
the  increased  complexity  and  uncertainty  in  trade  between  the 
United  States  and  the  FSU.  Other  reasons  include  the  deteriora- 
tion in  the  balance  of  payments  of  Russia,  the  exceedingly  weak 
balance  of  payments  positions  of  the  other  republics,  and  the  grave 
difficulties  in  interrepublic  trade  and  transport. 

The  breakup  of  the  FSU  means  that  U.S.  exporters  no  longer  sell 
to  a  single  established  state  purchaser  of  commodities  for  the  FSU. 
Instead,  exporters  must  sell  to  foreign  trade  organizations  in  a 
number  of  republics.  Before  the  political  breakup  of  the  Union  the 
grain  and  other  commodity  import  needs  of  the  entire  USSR  were 
decided  centrally.  Authorities  in  Moscow  directed  two  foreign  trade 
organizations  to  purchase  commodities  on  world  markets.  Import  of 
grain  was  handled  by  the  foreign  trade  organization,  Exportkhleb. 
Likewise,  the  import  of  other  agricultural  commodities  for  the 
USSR  was  handled  by  the  organization,  Prodintorg. 
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Currently,  the  process  of  selling  to  the  republics  is  considerably 
more  complicated.  The  two  foreign  trade  organizations  which  for- 
merly did  business  for  the  Soviet  Union  now  serve  only  Russia. 
U.S.  exports  to  other  republics  must  be  handled  by  new  republic- 
specific  importers.  Moreover,  credit  guarantees  from  banks  in  both 
Russia  and  the  republics  are  considerably  less  acceptable  to  West- 
ern banks  as  letters  of  credit.  For  instance,  the  USSR  Bank  for 
Foreign  Trade  went  bankrupt  at  the  end  of  1991.  The  Russian 
Bank  for  Foreign  Trade  replaced  this  bank,  but  its  financial  posi- 
tion continues  to  be  weak.  The  creditworthiness  of  banks  in  the  re- 
publics is  even  less  certain. 

Behind  the  increased  concerns  about  creditworthiness  of  banks 
in  the  FSU  are  the  balance  of  payments  difficulties  currently  expe- 
rienced by  all  republics.  In  Russia,  oil  exports,  the  chief  source  of 
Western  currency  revenues,  have  dropped  precipitously  in  the  past 
few  years  primarily  because  of  a  large  drop  in  oil  production, 
which  will  reduce  production  in  1993  to  about  %  of  its  level  in 
1985.  The  other  republics  simply  have  very  little  to  export  to  the 
West  in  order  to  earn  hard  currency. 

The  third  problem  which  has  complicated  U.S.  exports  to  the 
FSU  concerns  the  political  and  economic  conflicts  between  the  re- 
publics. Interrepublic  transport  is  important  because  many  of  the 
republics  have  no  ports,  or  in  the  case  of  Russia,  much  of  the  coun- 
try is  far  from  its  own  ports.  Formerly,  movement  and  distribution 
of  U.S.  goods  from  ports  was  handled  by  central  authorities.  Now, 
shipments  to  republics  require  arranging  for  and  financing  trans- 
port within  the  republics.  Moreover,  some  republics  have  had  to 
turn  to  alternative,  more  costly  transport  routes  because  armed 
conflict,  notably  in  Georgia,  Armenia,  and  Azerbaijan,  now  im- 
pedes use  of  traditional  rail  and  truck  systems.  In  some  regions,  re- 
publics have  banned  through  shipments  to  certain  destinations. 
These  conflicts  made  interrepublic  transport  very  difficult.  Former- 
ly, a  U.S.  exporter  could  ship  grain  to  ports  in  the  Baltics,  the 
Crimea  or  Russian  ports.  The  grain  was  then  distributed  internally 
by  central  authorities.  Now,  grain  shipments  to  countries  of  the 
FSU  are  complicated  by  the  necessity  of  arranging  for  and  financ- 
ing transport  within  the  republics.  For  instance,  grain  shipped  to 
the  Crimea,  in  Ukraine,  intended  for  Russia  necessitates  arrange- 
ments between  Russian  and  Ukrainian  authorities  both  for  financ- 
ing and  transportation. 

Mr.  Peterson.  I  just  see  some  major  problems  here.  This  is  a  dif- 
ferent game  here,  particularly  in  an  area  that  is  absolutely  so  criti- 
cal to  our  agriculture  markets.  And  somebody  is  going  to  have  to 
go  in  and  do  some  heavy-duty  study  on  that. 

Thank  you. 

COTTON 

Mr.  DuRBiN.  Congressman  Pastor. 

Mr.  Pastor.  Regarding  the  commodity  of  cotton  and  the  prob- 
lems we  are  having  with  the  overall  export  market,  what  impact  is 
the  white  fly  having  on  the  quality  of  cotton  produced  in  the 
United  States?  How  do  you  see  our  future  in  the  cotton  market? 
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Mr.  Collins.  This  has  been  a  particularly  bad  year,  I  think,  in 
Arizona  for  white  fly.  From  what  I  hear,  merchants  are  really  re- 
luctant to  want  to  handle  Arizona  cotton  because  of  that.  And 
there  have  been  lots  of  concerns.  In  fact,  Arizona  cotton  might 
even  show  up  as  deliverable  on  the  New  York  cotton  exchange,  and 
that  raised  a  lot  of  hackles. 

I  am  not  sure  what  the  future  of  Arizona  cotton  is  with  regard  to 
the  white  fly.  I  don't  know.  I  am  not  up  to  date  on  the  state  of  the 
research,  and  what  pest  techniques  might  be  usable  to  mitigate  the 
white  fly  problem  in  Arizona.  But  I  can  see  where  this  year  in  par- 
ticular you  had  a  white  fly  problem,  a  production  problem,  a  reduc- 
tion in  Arizona  production  which  we  are  seeing,  together  with  52- 
cent  cotton  prices  that  we  have  seen  this  year,  together  with 
higher  water  costs  and  so  on. 

And  Arizona,  which  has  long  been  looked  at  as  an  area  of  the 
most  competitive,  highest  yielding,  most  efficient  cotton  production 
in  the  Nation,  has  really  taken  a  turn  in  the  opposite  direction 
over  the  last  couple  of  years,  and  I  certainly  hope  that  can  be  re- 
solved. 

OILSEEDS 

Mr.  Smith.  Would  you  expand  a  little  about  oilseeds?  The  Euro- 
pean Community  wants  more  meal,  but  they  are  complaining  be- 
cause we  are  competing  with  our  subsidized  exports  of  oil  and  they 
can't  get  rid  of  their  oil.  So,  for  example,  in  Portugal  they  don't 
take  the  whole  soybeans  at  all. 

How  important  is  the  Russian  soybean  under  these  circum- 
stances? 

Mr.  CoLUNS.  We  have  gotten  some  help  this  year  with  the  Euro- 
pean Community.  Their  oilseed  production  is  down  this  year.  We 
have  been  able  to  pick  up  some  of  that  market,  particularly  since 
Brazil  was  out  of  the  market  for  part  of  this  year.  We  have  been 
able  to  move  beans  in  particular  into  the  European  Community. 
The  crushing  margins  have  been 

Mr.  Smith.  We  were  just  in  Portugal  yesterday  and  they  are  not 
even  taking  whole  soybeans  at  that  big  mill  there. 

Mr.  CoLUNS.  I  can't  speak  for  Portugal.  That  may  well  be  the 
case.  But  for  the  year  to  date,  E.C.'s  imports  of  soybeans  are  up 
probably  something  in  the  order  of  40  percent.  So  they  have 

Mr.  Smith.  You  think  the  market  is  strong  enough  that  it  doesn't 
make  that  much  difference,  then? 

Mr.  Collins.  No,  I  wouldn't  say  that.  When  you  are  looking  at 
soybean  prices  that  are  in  the  range  of  farm  level  $5.35,  5.40  per 
bushel,  as  they  have  been  for  much  of  this  year,  we  need  all  the 
markets  we  can  get. 

The  former  Soviet  Union  is  a  market  that  I  think  in  normal 
times  before  the  arrearages  began,  we  could  probably  expect  to 
export  close  to  a  million  tons  of  soybeans,  over  a  million  tons  of 
soybean  meal,  and  probably  200,000-300,000  tons  of  soybean  oil. 
And  at  the  moment  we  are  exporting  almost  none  of  that  to  the 
former  Soviet  Union.  So  all  of  that  would  be  important  in  helping 
price  strength  and  farm  income. 
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So,  yes,  I  think  it  is  very  important.  And  the  former  Soviet 
Union  needs  protein  meal.  Their  livestock  production  efficiency  is 
about  half  of  ours.  They  would  be  able  to  produce  much  more  effi- 
ciently if  they  could 

SOYBEAN  MEAL 

Mr.  Smith.  One  more  real  quick  question.  With  regard  to  the 
former  Soviet  Union,  why  don't  we  roast  soybeans  and  just  grind 
them  and  send  them  over  instead  of  the  meal?  What  is  the  econom- 
ics involved? 

Farmers  in  this  country  grow  soybeans  and  feed  them  to  hogs 
and  they  say  it  is  a  great  thing  to  do.  Since  we  have  got  more  oil 
than  we  need,  why  aren't  we  roasting  soybeans  and  sending  them 
over  instead  of  separating  the  meal  from  the  oil? 

Mr.  Collins.  I  don't  know  the  answer  to  that  question.  I  have 
never  looked  at  the  economics  of  roasting  soybeans.  I  would  say  as 
we  look  back  over  the  shipment  patterns  to  the  former  Soviet 
Union,  they  have  taken  more  meal  and  oil  than  they  have  taken 
beans,  which  suggests  we  can  crush  more  efficiently  than  them. 

I  don't  know  about  the  economics.  I  can  take  a  look  at  that  ques- 
tion. 

Mr.  Smith.  Will  you  take  a  look  at  that  and  tell  me?  Because  I 
know  farmers  that  are  roasting  soybeans  tell  me  it  is  a  lot  more 
economical  for  them  to  roast  soybeans,  feed  them  to  hogs,  and  they 
get  better  gain  than  they  do  just  out  of  meal. 

Mr.  Collins.  I  will  provide  additional  information  for  the  record. 

^Additional  information  follows:] 

The  soybean  can  be  fed  as  a  whole  bean  if  it  is  cooked  to  destroy  the  trypsin  in- 
hibitor. However,  soybeans  are  not  usually  cooked  and  fed  as  whole  beans  because  it 
is  usually  not  economic  to  do  so.  That  is  because  soybean  oil,  which  is  a  pure  energy 
source,  is  too  expensive  to  use  as  animal  feed  for  energy  unless  soybean  prices  are 
low  enough  that  it  does  not  pay  to  extract  the  oil.  The  usual  sources  of  energy  con- 
centrate are  coarse  grains  such  as  corn,  wheat,  sorghum,  and  barley  and  they  are  a 
cheaper  energy  source. 

In  the  United  States,  when  whole  oilseeds  are  fed  (whole  cottonseed  is  fed  in  Cali- 
fornia), most  oilseeds  are  fed  to  dairy  cattle  and  the  oil  helps  boost  butterfat  content 
of  milk. 

In  Russia,  concentrates  of  poor  quality  are  currently  overfed.  Furthermore,  the 
Russians  could  become  self-sufficient  in  concentrate  feeds.  Their  deficiency  current- 
ly and  over  the  longer  run  will  be  protein.  Their  livestock  rations  are  short  on  pro- 
tein content.  As  a  result,  the  Russians  will  likely  be  importers  of  protein  meals.  If 
they  do  import  soybeans  or  oilseeds,  they  will  process  them,  not  feed  them  whole. 

Mr.  DuRBiN.  If  I  can  reclaim  the  Chair  for  a  moment  here,  I 
think  we  are  going  to  have  a  vote  about  2:00.  I  am  going  to  try  to 
go  through  in  sequence  now  and  give  everybody  an  opportunity, 
but  I  will  start  by  yielding  my  time  to  Congresswoman  DeLauro, 
who  I  understand  has  to  leave  for  a  meeting. 

Ms.  DeLauro.  Thank  you  very  much,  Mr.  Chairman. 

Thank  you.  I  understand  you  are  a  Connecticut  native,  is  that 
right? 

Mr.  Collins.  I  am.  I  was  born  and  raised  there  and  went  to  ele- 
mentary and  high  school  there.  Sandy  Hook,  if  you  know  where 
that  is. 
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Ms.  DeLauro.  I  had  a  couple  of  questions  with  regard  to  NAFTA 
and  your  allusions  to  it  in  the  testimony.  You  spoke  about  how  the 
implementation  of  NAFTA  would  stimulate  beneficial  increases  in 
regional  trade,  although  modestly  at  first. 

Can  you  just  explain  in  a  little  greater  detail  what  you  predict 
the  effects  of  NAFTA  will  be  on  U.S.  exports? 

Mr.  Collins.  Sure.  We  at  the  Department  of  Agriculture  did  re- 
lease to  the  public  a  study  back  in  September  of  1992  which  was 
called  the  preliminary  assessment  of  the  North  America  Free 
Trade  Agreement.  We  have  been  feverishly  working  on  a  final  as- 
sessment of  the  North  America  Free  Trade  Agreement,  which  we 
would  hope  to  get  out  shortly. 

Meanwhile,  the  International  Trade  Commission,  you  may  know 
over  the  past  week  or  two,  has  put  out  their  assessment  of  NAFTA, 
and  we  have  received  a  draft  of  the  Congressional  Budget  Office's 
assessment  of  the  effects  of  NAFTA. 

And  I  think  that  all  three  entities  look  at  this  pretty  much  the 
same  way.  NAFTA  is  an  agreement  on  border  measures.  It  doesn't 
go  after  export  subsidies.  It  doesn't  go  after  domestic  support  pro- 
grams the  way  our  GATT  proposal  would  and  the  way  the  GATT 
negotiations  are  proceeding. 

What  it  goes  after  is  border  measures,  market  access  barriers. 
And  in  nontariff  barriers,  in  Mexico,  particularly  import  licensing 
is  quite  pervasive.  What  NAFTA  would  do  is  take  import  licensing, 
convert  it  to  essentially  a  tariff  rate  quota,  there  would  be  some 
quota  which  would  provide  us  market  access  and  a  tariff  on  any 
exports  above  that  amount.  Then,  those  second-tier  tariffs  on  a 
tariff  rate  quota  would  be  phased  out  over  a  five,  10,  or  15-year  pe- 
riods depending  on  the  sensitivity  of  the  commodity. 

So  we  have  looked  at  this  for  a  variety  of  commodities,  of  course 
all  the  major  grain,  oilseed,  livestock  products,  we  have  also  looked 
at  it  for  27  different  fruit  and  vegetable  products.  Difficult  to  do,  to 
some  extent,  because  when  NAFTA  is  fully  implemented,  we  are 
talking  about  the  year  2008.  We  are  talking  about  a  market  that  is 
now  several  billion  dollars  in  U.S.  agricultural  exports  out  of  our 
total  exports  of  $42  billion. 

Nevertheless,  what  we  have  concluded  by  the  time  you  get  the 
full  implementation,  the  year  2008,  we  think  U.S.  exports  would  be 
about  $2  to  $2  ¥2  billion  higher  than  they  would  be  otherwise.  That 
is  not  a  big  percentage  gain  but  it  will  be  important  in  certain 
markets. 

Ms.  DeLauro.  What  will  happen  in  terms  of  agricultural  jobs? 
One  of  the  other  things  you  said  is  that  we  look  to  agriculture  for 
increasing  jobs.  What  is  your  sense  of  the  effect  on  agriculture? 

Mr.  Collins.  Actually  we  don't  see  a  whole  lot  of  effect.  If  any- 
thing, it  would  be  slightly  positive.  There  would  be  some  prob- 
lems— where  we  get  competition  from  labor  intensive  vegetables  in 
particular. 

As  far  as  the  number  of  farm  operator  households,  farm  manag- 
ers, we  really  don't  see  any  effect  on  that.  The  bigger  question  has 
been  on  what  would  happen  with  agricultural  food  processing.  And 
here  again  that  is  very  difficult  to  anticipate. 
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There  are  a  lot  of  American  firms  that  have  joint  ventures,  that 
have  affiliates  in  Mexico.  Much  of  that  production  that  comes  from 
those  firms  is  for  the  Mexican  market.  It  is  not  to  export  back  to 
the  United  States.  That  is  the  way  it  has  been  until  now. 

And  we  really  don't  foresee  much  of  a  change  in  that.  We  expect 
joint  ventures  to  continue.  We  expect  U.S.  firms  to  develop  affili- 
ates with  their  own  branch  plants  in  Mexico.  But  we  don't  really 
think  that  is  going  to  detract  from  their  domestic  production  ship- 
ments to  the  U.S.  market.  We  think  they  will  be  doing  that  primar- 
ily for  the  Mexican  market,  which  we  expect  to  grow  quite  rapidly. 

Ms.  DeLauro.  Thank  you,  Mr.  Chairman. 

Mr.  DuRBiN.  Thank  you  very  much. 

Mr.  DuRBiN.  If  Ms.  Kaptur  wouldn't  mind,  I  understand  Mr. 
Thornton  has  duty  in  the  chair  that  will  require  him  to  leave. 

Mr.  Thornton.  I  thank  you  very  much,  Mr.  Chairman.  I  thought 
your  presentation  was  very  outstanding. 

Mr.  Collins.  Thank  you. 

RICE 

Mr.  Thornton.  It  was  a  good  summary  and  gave  us  a  broad  over- 
view. One  of  the  areas  that  was  omitted  from  the  questioning  was 
rice,  and  the  interests  of  my  constituency  are  very  highly  involved 
in  rice  production,  and  in  rice  exports.  And  there  are  very  serious 
trade  barriers  in  place  today  with  regard  to  rice. 

I  wonder  if  you  might  expand  briefly  on  your  views  on  those 
issues. 

Mr.  Collins.  I  would  be  happy  to.  I  regret  that  I  did  skip  over 
rice  in  my  verbal  comments.  I  hope  you  note  that  there  was  a  rice 
section  in  the  written  comments. 

Mr.  Thornton.  I  read  it  very  carefully. 

Mr.  Collins.  Unfortunately  this  year  has  seen  a  14  percent  in- 
crease in  production,  almost  180  million  hundred  weight.  The 
result  of  that  has  been  a  really  dramatic  drop  in  rice  prices.  Last 
year  rice  prices  averaged  on  a  rough  basis  $7.60  a  hundred  weight. 
This  year  they  are  going  to  be  closer  to  $6  a  hundred  weight.  Per- 
centage wise  that  is  a  dramatic  reduction. 

That  stems  primarily  from  the  huge  increase  in  production.  I 
think  one  of  the  bright  spots  in  the  rice  market  has  been  domestic 
rice  use  over  the  last  decade.  The  percentage  increases,  year  in, 
year  out,  are  almost  astonishing.  Exports  unfortunately  have  been 
a  weaker  market.  They  have  not  grown  the  way  the  domestic 
market  has  grown.  That  is  primarily  attributable  to  tough  export 
competition,  first  from  Thailand  and  then  most  recently  from  Viet- 
nam, which  has  become  a  big  rice  exporter. 

As  we  look  around  the  world,  I  agree  with  your  assessment, 
there  are  tremendous  trade  barriers  to  rice,  and  I  think  you  will 
find  that  the  policy  reaction  at  the  Department  of  Agriculture  has 
been  unusual,  to  say  the  least,  in  that  we  have  a  marketing  loan 
program  for  rice  which  has  had  a  large  amount  of  outlays  under 
the  program  to  help  rice  around  the  world  and  at  the  same  time 
we  have  an  Export  Enhancement  Program  for  rice. 

The  existence  of  the  Export  Enhancement  Program  means  there 
is  unfair  trade.  Of  course,  that  comes  from  rice  out  of  the  European 


268 

Community.  As  far  as  markets,  the  Japanese  exclusion  of  rice  is  of 
course  legendary. 

Mr.  Thornton.  It  is  troublesome  to  many  of  my  constituents  who 
drive  Japanese-built  automobiles  that  you  cannot  even  put  a  box  of 
rice  on  display  in  an  exhibition  in  Japan  to  illustrate  that  it  can  be 
grown  somewhere  else. 

Mr.  CoLUNS.  I  can  understand  their  concerns.  I  would  say  that 
the — the  only  way  we  have  been  able  to  approach  that  so  far  of 
course  has  been  a  long-standing  301  case  that  the  Rice  Millers  As- 
sociation filed  under  the  1974  Trade  Act.  The  response  to  that  by 
the  U.S.  Government  is  that  we  will  look  to  the  Uruguay  Round  to 
resolve  that  case. 

The  proposal  that  has  been  on  the  table  from  the  so-called  draft 
final  act  of  the  Dunkel  text  is  for  market  access  of  5  percent  of  con- 
sumption by  the  year  1999.  The  Japanese  rice  market  is  a  9  to  10 
million  ton  market.  Five  percent  of  that  market  would  be  substan- 
tial. We  think  most  of  that  could  go  to  U.S.  producers  because  we 
think  we  produce  the  kind  of  rice  they  would  want.  So  there  is 
some  hope  to  get  some  export  expansion,  at  least  through  the  Uru- 
guay Round. 

Mr.  Thornton.  Thank  you  very  much  for  that  response. 

Mr.  Chairman,  I  yield  back  the  balance  of  my  time. 

Mr.  Durbin.  Let  me  yield  at  this  point  to  the  gentlelady  from 
Ohio. 

Ms.  Kaptur.  Thank  you,  Mr.  Chairman. 

NAFTA 

Mr.  Collins,  I  wanted  to  proceed  on  NAFTA  questioning.  To  your 
knowledge,  has  the  United  States  ever  signed  a  free  trade  agree- 
ment with  a  nation  whose  per  capita  income  level  is  as  low  as 
Mexico's,  where  it  would  affect  the  agricultural  sector? 

Mr.  Collins.  Not  to  my  knowledge.  There  are  the  Israeli  and  Ca- 
nadian agreements  most  recently,  of  course,  and  their  per  capita 
incomes  would  be  much  higher. 

Ms.  Kaptur.  What  is  the  implication  of  having  a  free  trade 
agreement  with  countries  that  have  different  per  capita  incomes? 

Mr.  Collins.  The  North  American  Free  Trade  Agreement  or 
NAFTA  will  link  two  economies  that  are  profoundly  dissimilar  in 
size  and  stage  of  development.  In  1990,  Mexican  GDP  was  4  percent 
that  of  the  United  States,  and  its  per  capita  income  just  over  10 
percent  that  of  the  United  States. 

An  important  concern  about  these  differences  is  the  effects  on 
U.S.  wages  of  opening  trade  with  a  labor-abundant,  low-wage  coun- 
try. Free  trade  can  be  expected  to  lead  to  a  "wage  convergence" 
between  the  two  countries,  as  Mexican  labor-intensive  exports  and 
wages  rise.  Research  has  focused  on  whether  this  is  likely  to  be  ac- 
companied by  a  decline  in  the  U.S.  unskilled  wage. 

The  general  consensus  is  that  effects  of  the  NAFTA  on  U.S. 
wages  will  be  small.  Average  wages  of  skilled  U.S.  workers  will 
rise,  and  the  wages  of  unskilled  workers  in  both  countries  may  rise 
given  sufficient  gains  from  scale  economies  and  increased  competi- 
tiveness under  an  NAFTA.  The  negligible  U.S.  wage  effect  is 
mainly  due  to  the  small  size  of  Mexico's  economy  and  labor  force 
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relative  to  that  of  the  United  States.  Also,  bilateral  trade  barriers 
area  already  low  and  remaining  barriers  will  be  phased  out  gradu- 
ally. In  addition,  some  bilateral  trade  growth  will  represent  trade 
diversion,  whereby  part  of  the  increase  in  U.S.  imports  from 
Mexico  will  represent  lower  imports  from  other  low-cost  suppliers. 
The  U.S.-Mexico  wage  gap  is  not  expected  to  be  significantly  dimin- 
ished under  NAFTA. 

Capital  and  labor  markets  in  Mexico  and  the  United  States  are 
linked  through  investment  and  labor  migration.  In  the  long  run, 
capital  inflows  to  Mexico  under  an  NAFTA  are  expected  to  acceler- 
ate GDP  growth  and  raise  Mexico's  living  standard.  Mexico's  im- 
ports will  grow  faster  than  its  exports,  mainly  benefitting  the  U.S. 
The  alternative  to  increased  wages  and  productivity  in  Mexico 
under  an  NAFTA  is  increased  Mexican  labor  migration  to  the 
United  States,  which  would  contribute  to  wage  convergence  at 
lower  wages  rates  in  the  United  States. 

Related  to  differences  in  U.S.  and  Mexican  per  capita  incomes 
are  differences  in  their  environmental  and  workplace  regulations. 
Mexico  is  perceived  to  have  weaker  regulations,  and  these  are  in- 
terpretable  as  competitive  advantages  in  a  free  trade  area.  In  gen- 
eral, environmental  conditions  tend  to  worsen  during  economic 
growth  in  developing  countries.  However,  once  per  capita  income 
reach  about  $5000,  an  inverse  relationship  occurs.  Higher  income 
countries  seem  more  likely  to  spend  more  on  the  environment.  It 
can  be  expected  that  an  acceleration  of  Mexico's  economic  growth 
under  an  NAFTA  could  lead  to  improved  environmental  condi- 
tions. 

Another  implication  of  the  income  disparities  between  U.S.  and 
Mexico  is  the  differences  in  their  stage  of  demographic  transition. 
Typical  of  a  developing  country,  Mexico's  age  structure  is  younger, 
and  its  population  and  labor  force  growth  are  higher  compared  to 
the  United  States.  In  the  next  century,  the  United  States  faces  a 
tighter  labor  market  while  Mexico  faces  a  more  abundant  labor 
supply.  Dismantling  protectionist  policies  and  encouraging  trade 
under  an  NAFTA  would  help  stimulate  employment  creation  in 
Mexico,  and  assist  the  transition  in  the  United  States  toward  a 
highly  skilled  labor  force. 

FOOD  PROCESSING  PLANTS 

Ms.  Kaptur.  One  of  my  major  concerns  does  center  on  just  the 
basic  economics  of  what  we  are  talking  about  here,  wedding  these 
two  economies,  when  there  is  such  a  divergence  in  them.  Even 
Europe  when  it  integrated  Spain  and  Portugal  did  not  face  this 
kind  of  situation.  And  I  am  interested  in  the  text.  You  talk  about 
in  the  longer  term  NAFTA  will  create  export  opportunities  in 
Mexico  for  U.S.  producers. 

Well,  when  I  look  at  my  State,  food  processing  in  Ohio  is  our 
largest  industry.  And  I  could  see  a  situation  where  what  happened 
to  Green  Giant  in  Los  Angeles  could  happen  to  a  number  of  food 
processing  firms  in  my  State.  You  know  Green  Giant  closed  in 
southern  California,  they  moved  down  to  Mexico.  The  farmers  who 
supplied  Green  Giant  in  California  didn't  have  a  market  anymore 
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that  they  could  supply  into.  They  didn't  have  a  buyer.  And  all  the 
processing  workers  lost  their  jobs. 

Now,  I  represent  an  area  where  we  have  beef  processing,  we 
have  Campbell's  Soups,  the  largest  soup  company,  we  have  tomato 
processing.  I  see  a  connection  between  our  farmers'  ability  to 
supply  into  the  processing,  that  is  their  market  for  their  goods,  and 
this  NAFTA  agreement.  And  I  don't  see  a  lot  of  discussion,  and  I 
have  read  all  of  these  different  reports — I  have  to  tell  you,  it  trou- 
bles me  a  great  deal  because  I  have  seen  what  has  happened  to  our 
tomato  producers,  our  beet  growers,  and  the  list  goes  on. 

I  am  very  worried  of  I  think  for  certain  grain  trading  companies, 
perhaps  the  people  that  sell  corn,  and  I  have  three  groups  in  my 
district  that  do,  and  beans,  there  may  be  some  rationale.  But  I  see 
a  real  threat  here  to  a  number  of  our  farm  families  who  will  no 
longer  have  a  place  to  sell  their  goods.  Am  I  well  founded  in  that 
concern? 

Mr.  Collins.  I  think  you  are.  I  think  that  to  step  back  for  one 
second,  the  object  of  the  North  American  Free  Trade  Agreement  is 
to  have  open  and  free  trade  after  15  years. 

Open  and  free  trade  is  going  to  mean  that  we  are  going  to 
expand  in  those  markets  that  we  do  best  in,  and  we  are  going  to 
contract  in  the  ones  we  do  worst  in.  So  there  is  going  to  be  some 
give  and  take. 

I  think  you  are  right  about  grains.  We  foresee  some  big  adjust- 
ments in  Mexico  grain  production,  in  grain  imports,  where  their  in- 
ternal prices  are  now  two  to  three  times  the  world  price. 

Oilseeds  also  we  would  expect  to  see  that  as  a  better  market.  We 
would  expect  to  see  meat  as  a  better  market  although  there  will  be 
more  cattle  fed  in  Mexico. 

The  area  that  you  mentioned  that  is  most  troubling  is  fruits  and 
vegetables.  Frozen  concentrate  orange  juice,  broccoli,  asparagus, 
green  beans,  perhaps,  onions  would  be  another  one,  mangoes,  pine- 
apples, those  are  all  Mexican-produced  products.  They  are  pro- 
duced efficiently.  They  are  going  to  expand,  and  they  are  going  to 
expand  the  processing  of  those  products  in  Mexico.  To  some  extent 
that  will  come  at  the  expense  of  our  production.  That  is  what  hap- 
pens in  a  free  trade  agreement,  I  guess. 

I  don't  think,  however,  that  problems  are  across  the  board.  I 
mentioned  earlier  we  looked  at  27  fruit  and  vegetable  products.  For 
about  a  third  of  those  we  foresaw  increased  exports  from  the 
United  States.  For  about  two-thirds  we  saw  increased  imports.  So 
there  is  going  to  be  some  fruit  and  vegetable  exports,  particularly 
the  fruit  products.  Mexico  doesn't  grow  apples  or  pears,  for  exam- 
ple, tree  nut  products.  But  there  will  also  be  some  vegetable  ex- 
ports. 

Exports  to  Mexico  increased  over  the  past  several  years.  So  there 
will  be  some  opportunity  for  us.  Packaged  consumer  products,  the 
United  States  doesn't  export  much  in  the  way  of  packaged  con- 
sumer products  to  anybody.  Our  industry  really  operates  on  the 
basis  of  foreign  affiliates.  If  they  want  to  get  into  the  European 
market  they  will  work  a  joint  venture,  they  will  open  an  affiliate 
in  Europe.  So  we  have  never  really  exported  that  much  in  the  way 
of  packaged  consumer  products. 
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Another  factor  I  would  mention  is  when  you  think  about 
NAFTA,  we  should  probably  also  be  cognizant  of  the  fact  that 
Canada  is  also  reducing  its  tariffs  on  fruits  and  vegetables,  and 
there  is  going  to  be  some  trade  we  will  pick  up.  Tomato  paste  is  an 
example.  People  think  we  will  export  more  tomato  paste  to 
Canada. 

Ms.  Kaptur.  Does  that  mean  that  they  are  going  to  lose  more 
jobs?  I  have  not  read  one  article  that  I  would  consider  a  fine  paper 
that  talks  about  the  integration  of  these  economies  and  how  the 
various  forces  at  work  will  all  be  linked  together.  Currently  a  huge 
exodus  of  Mexican  peasants  off  the  farms  is  taking  place  which  is 
related  to  the  immigration  on  our  borders.  Also,  what  will  happen 
to  the  Canadian  food  processing  and  our  own  farmers.  We  are  just 
sort  of  assuming  all  of  this  is  going  to  work  out. 

I  think  there  are  going  to  be  huge  dislocations  here.  And  I,  for 
one — am  not  going  to  go  quietly  into  this  goodnight.  I  am  going  to 
raise  this  issue,  because  I  don't  think  people  should  suffer. 

Market  adjustments  are  going  to  be  very,  very  cruel.  What  trou- 
bles me  is  that  I  have  not  seen  any  discussion  of  how  the  U.S.  coop- 
erative system  could  bridge  borders  and  create  co-ops  down  in 
Mexico  so  the  farmers  in  Mexico  and  our  farmers  could  directly 
gain  income? 

So  if  there  are  papers  that  you  consider  insightful  on  how  better 
we  can  deal  with  these  enormous  adjustments,  I  would  appreciate 
very  much  receiving  them. 

I  feel  sorry  for  those  Mexican  peasants.  I  really  do.  I  have  seen 
them  sitting  on  the  streets  of  Mexico  City.  I  empathize  with  the 
tomato  producers  in  my  region  because  I  know  they  are  going  to 
lose  their  business.  I  am  not  comfortable  in  all  of  this.  I  need  to 
understand  how  the  agricultural  structures  that  are  in  place  to 
help  farmers  can  adjust  to  this  in  a  better  way. 

Mr.  Collins.  I  think  you  have  made  a  number  of  very  good 
points.  It  is  difficult  to  balance  the  dislocations  that  will  occur,  the 
trade  with  Mexico,  trade  with  Canada,  and  a  larger  market  over 
all.  I  have  not  seen,  and  I  have  certainly  not  written  one  myself, 
good  papers  on  dislocations.  There  has  been  some  work  that  has 
been  done  in  California  over  the  years,  particularly  looking  at 
labor  market  adjustments.  I  would  be  happy  to  provide  that  to  you. 

That  is  certainly  a  serious  problem.  In  Mexico,  25  percent  of  its 
population  is  in  agriculture,  and  most  of  that  is  in  corn  production. 
Half  of  the  land,  half  the  agricultural  land  in  Mexico  is  in  corn 
production.  Another  big  chunk  of  it  is  in  dry  beans.  And  the  Mexi- 
can government,  as  part  of  their  implementing  legislation  for  the 
NAFTA,  has  to  figure  out  how  they  are  going  to  deal  with  world 
corn  prices  when  prices  in  Mexico  are  now  two  and  a  half  to  three 
times  as  large.  The  result  is  going  to  be  a  great  dislocation  with 
ejido  peasants  leaving  the  ejidos.  A  lot  is  going  to  depend  on  how 
successful  Mexico  is  in  its  economic  growth  and  rural  development. 

U.S.-OWNED  AFFILIATES 

Ms.  Kaptur.  There  are  2,000  U.S.-owned  affiliates  in  Mexico. 
How  many  deal  with  agriculture?  What  are  their  trade  patterns — 
where  do  they  source  inputs,  sell  outputs? 
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Mr.  Collins.  Of  the  2,000  U.S.-owned  affiliates  in  Mexico,  less 
than  70  deal  with  food  processing.  Most  U.S.-owned  food  processing 
affiliates  in  Mexico  serve  the  Mexican  market.  These  plants  ac- 
quire most  of  their  inputs  locally.  In  1990,  U.S.  parent  firms  im- 
ported $74  million  from  their  Mexican  affiliates  and  exported  $87 
million  worth  of  processed  food  to  their  affiliates  in  Mexico. 

Maquiladora  plants  are  an  obvious  exception  to  this  pattern  of 
limited  trade  between  affiliates  and  their  U.S.  parent  companies. 
Maquiladoras  are  firms  in  Mexico  that  primarily  specialize  in  pro- 
duction for  export.  Imports  from  other  countries  used  in  processing 
or  assembling  finished  products  for  export  enter  Mexico  duty-free. 
If  the  finished  product  is  re-exported  to  the  United  States,  only  the 
non-U.S.-made  share  is  charged  a  duty.  Most  food  processing  ma- 
quiladoras are  very  small  plants  and  their  U.S.  owners  are  mostly 
located  in  the  Southwest.  Processed  food  exports  from  these  plants 
to  the  U.S.  totaled  only  $490  thousand  in  1990.  Products  exported 
included  canned,  frozen,  and  dehydrated  fruit  and  vegetables; 
meats  (including  sausage  casings);  seafood;  candy;  and  salty  snack 
foods. 

U.S.  firms  that  are  known  to  have  food  processing  affiliates  in 
Mexico  include:  Ralston  Purina;  CPC  International;  Kraft  General 
Foods  (Philip  Morris);  Campbell  Soup;  PepsiCo  Inc.;  Quaker  Oats; 
Universal  Foods;  Coca  Cola;  Borden;  Kellogg;  Hershey  Foods; 
McCormick  &  Co.;  Gerber  Products;  Tyson  Foods;  Sara  Lee;  RJR 
Nabisco;  Cargill;  and  J.R.  Simplot.  Several  large  foreign-owned  food 
processors  in  the  United  States  have  food  processing  affiliates  in 
Mexico.  These  firms  include  Green  Giant;  A.E.  Staley;  and  Central 
Soya. 

FOOD  PROCESSING  INDUSTRIES 

Ms.  Kaptur.  What  is  the  effect  of  NAFTA  on  food  processing  in- 
dustries? 

Mr.  Collins.  Mexico  has  taken  several  actions  since  1986  to  lib- 
eralize its  trade  and  foreign  investment  policies.  Mexico  has  re- 
duced its  maximum  tariff  rate,  substituted  tariffs  for  nontariff  bar- 
riers on  many  items,  and  dropped  import  licensing  requirements  on 
several  processed  food  products.  In  addition,  rules  governing  for- 
eign investment  have  been  liberalized,  permitting  100-percent  for-- 
eign  ownership  in  most  sectors  of  the  economy.  Thus,  the  U.S.  food 
processing  industries  have  already  made  many  adjustments  to 
Mexico's  liberalized  tariff  and  investment  regulations.  The 
NAFTA,  if  ratified,  would  continue  trends  already  well  underway. 

Mexico  is  our  third  largest  export  market  for  processed  food  and 
related  products,  after  Japan  and  Canada.  U.S.  processed  food  ex- 
ports to  Mexico  doubled  between  1988  and  1992  to  $1.8  billion. 
Mexico  accounts  for  8  percent  of  U.S.  exports  and  that  share  is 
growing.  Meat  and  poultry  products  account  for  46  percent  of  U.S. 
processed  food  exports  to  Mexico.  Fats  and  oils  accounted  for  12 
percent,  sugar  and  confections  11  percent,  and  grain  mill  products 
10  percent.  Processed  fruits  and  vegetables  account  for  about  5  per- 
cent of  U.S.  exports  to  Mexico.  The  most  important  processed  vege- 
tables shipped  to  Mexico  are:  canned  and  frozen  sweet  corn,  canned 
tomatoes  and  tomato  paste,  frozen  whole  potato  and  frozen  french 
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fries,  potato  chips,  and  mixed  canned  vegetables.  Exports  of  all 
these  items  have  mote  than  doubled  since  1988.  For  example,  in 
1992,  exports  of  processed  tomato  products  to  Mexico  increased  dra- 
matically reflecting  abundant  U.S.  supplies  and  low  prices.  Mexico 
became  the  third  largest  market  for  U.S.  canned  tomato  exports  in 
1992  increasing  its  imports  of  canned  tomatoes  by  225  percent  and 
increasing  imports  of  U.S.  tomato  paste  by  over  2,000  percent  to 
16.2  million  pounds. 

Industries  important  to  Ohio  such  as  soybean  processing,  grain 
milling,  and  vegetable  processing  have  all  experienced  large  in- 
creases in  exports  to  Mexico  before  NAFTA  and  are  expected  to 
continue  to  increase  export  volume  under  NAFTA.  Ohio's  vegeta- 
ble processing  industry  is  concentrated  in  tomatoes  and  cucumbers 
for  pickles. 

Mexico  is  our  fourth  largest  supplier  of  processed  food.  Frozen 
broccoli  and  cauliflower  are  the  primary  processed  vegetables  ex- 
ported to  the  United  States.  Growth  in  imports  of  these  commod- 
ities primarily  affected  California.  But,  U.S.  imports  from  Mexico 
have  grown  very  slowly,  increasing  about  4  percent  between  1988 
and  1992  to  $1.1  billion.  Only  a  modest  increase  in  imports  from 
Mexico  is  expected  under  NAFTA  since  duties  for  most  processed 
food  products  are  already  relatively  low. 

Many  U.S.  firms  have  responded  to  liberalized  trade  and  invest- 
ment rules  in  Mexico  by  investing  directly  in  Mexican  food  process- 
ing facilities.  While  U.S.  food  processing  firms  exported  $1.6  billion 
to  Mexico  in  1991,  sales  from  their  foreign  subsidiaries  located  in 
Mexico  were  much  larger  at  an  estimated  $4  billion.  U.S.-owned 
food  processing  affiliates  in  Mexico  typically  represent  additional 
production  capacity.  In  general,  U.S.  food  processing  firms  do  not 
close  a  U.S.  plant  when  acquiring  or  building  a  food  processing 
plant  in  Mexico.  U.S.  affiliates  in  Mexico  produce  primarily  for  the 
Mexican  market  rather  than  for  export  to  the  United  States.  For 
example,  of  the  $1.1  billion  of  processed  food  the  U.S.  imported 
from  Mexico  in  1990,  only  $74  million,  or  7  percent,  came  from 
U.S.-owned  affiliates  located  in  Mexico. 

MAJOR  COMMODITIES 

Ms.  Kaptur.  What  is  the  effect  of  NAFTA  on  major  agricultural 
commodities,  especially  on  commodities  important  to  Ohio? 

Mr.  Collins.  The  United  States,  Canada,  and  Mexico  have  con- 
cluded negotiations  on  the  North  American  Free  Trade  Agreement, 
eliminating  many  barriers  among  the  three  countries,  which  will 
stimulate  trade  and  economic  growth  in  each  country.  The  agricul- 
tural trade  agreement  will  increase  trade  in  both  directions  be- 
tween Mexico  and  the  United  States.  At  the  end  of  the  transition 
period,  an  additional  $2.0  to  $2.5  billion  per  year  of  U.S.  agricultur- 
al exports  are  likely.  These  exports  translate  into  over  50,000  new 
jobs  in  the  United  States. 

Ohio's  leading  cash  receipt  commodities  in  1991  included  soy- 
beans, corn,  dairy  products,  hogs,  and  cattle  and  calves.  These  com- 
modities accounted  for  $2.9  billion,  74  percent  of  the  State's  total 
agricultural  cash  receipts.  Ohio  was  also  one  of  the  top  5  producers 
of  processing  tomatoes  and  cucumbers. 
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For  the  record  I  will  provide  additional  information  on  NAFTA. 
[The  information  follows:] 

KEY  NAFTA  PROVISIONS 

Oilseeds:  The  current  Mexican  duty  of  15  percent  on  soybeans  will  be  lowered  to 
10  percent  and  the  period  when  the  duty  is  in  effect  will  be  shortened.  The  duty,  as 
well  as  those  on  soybean  meal  and  oil,  will  be  phased  out  over  10  years. 

Coarse  grains:  Mexico  will  eliminate  its  import  licensing  requirement  on  corn  and 
provide  immediate  duty-free  access  for  2.5  million  metric  tons  of  corn.  Mexico  can 
apply  a  tariff  of  215  percent  on  imports  above  the  quota.  The  quota  will  increase  3 
percent  a  year  and  the  duty  will  be  phased  out  over  15  years. 

Dairy:  Mexico  will  eliminate  its  import  license  on  milk  powder  and  provide  imme- 
diate duty-free  access  for  40,000  metric  tons.  Mexico  can  apply  a  duty  of  139  on  im- 
ports above  the  quota.  The  quota  will  increase  3  percent  a  year  and  the  duty  will  be 
phased  out  over  15  years.  Mexico  will  also  eliminate  import  licenses  on  cheese  and 
evaporated  milk  and  replace  them  with  tariffs  of  generally  20  percent  that  will  be 
phased  out  over  10  years. 

Pork:  Mexico  will  eliminate  tariffs  on  live  hogs  and  pork,  generally  over  a  10-year 
period.  Mexico  will  apply  the  special  safeguard,  a  tariff-rate  quota,  on  imports  of 
some  live  hogs  and  pork  products. 

Beef:  On  November  11,  1992,  the  Mexican  government  announced  the  imposition 
of  advalorem  import  tariffs  on  live  cattle  and  beef.  The  tariff  is  15  percent  for 
slaughter  cattle.  For  bovine  carcasses  or  half  carcasses,  bone-in  beef  cuts,  or  bone- 
less beef,  the  tariff  is  20  percent  for  fresh  or  chilled  and  25  percent  for  frozen.  Previ- 
ously, the  tariffs  were  zero.  They  will  return  to  zero  when  NAFTA  takes  effect. 
Duties  on  other  beef  products,  such  as  offals,  and  prepared /preserved  beef,  range 
from  10-20  percent  and  will  generally  be  phased  out  over  10  years.  Mexico  will  be 
exempted  from  restrictions  under  the  U.S.  Meat  Import  Law. 

Vegetables:  U.S.  tariffs  on  fresh  tomatoes  range  from  about  3  percent  to  9  percent 
ad  valorem  equivalent.  Under  NAFTA,  the  special  safeguards  (seasonal  tariff-rate 
quotas)  will  apply  to  imports  of  tomatoes  in  two  seasons — March  1-July  14  and  No- 
vember 15  to  the  last  of  February.  Within-quota  tariffs  will  be  NAFTA  preferential 
rates  and  imports  in  excess  of  the  quotas  will  be  subject  to  the  lower  of  the  current 
most-favored-nation  (MFN)  rate  or  the  MFN  rate  in  effect  at  the  time  the  safeguard 
action  is  taken.  The  special  safeguards  will  be  phased  out  over  10  years  and  tariffs 
on  other  tomato  imports  will  generally  be  phased  out  over  5  years.  Mexico  will 
match  U.S.  specific  duties  and  phase-out  periods  but  will  not  use  special  safeguards 
for  tomatoes.  U.S.  tariffs  on  fresh  cucumbers  range  from  about  8  percent  to  20  per- 
cent valorem  equivalent.  Some  tariffs  will  be  eliminated  immediately  and  others 
will  be  phased  out  over  5  or  15  years. 

ECONOMIC  IMPLICATIONS  OF  NAFTA 

Ohio's  agriculture  will  benefit  from  NAFTA.  Liberalization  of  trade  and  invest- 
ment barriers  and  faster  income  growth  in  Mexico  mean  enhanced  opportunities  for 
much  of  Ohio's  agriculture.  This  means  higher  incomes  in  agriculture  and  the  State 
as  a  whole. 

Oilseeds:  Mexco's  soybean  imports  vary  depending  on  domestic  production,  domes- 
tic coarse  grain  demand,  and  availability  and  price  of  feed  substitutes.  Under 
NAFTA,  U.S.  soybean  exports  to  Mexico  are  expected  to  be  about  4.5  million  metric 
tons  by  the  end  of  the  transition  period.  This  is  about  20  percent  above  what  would 
be  expected  without  a  NAFTA.  In  addition,  soymeal  exports  to  Mexico  will  be  about 
700,000  tons,  or  about  12  percent  above  what  would  have  occurred  without  NAFTA. 
For  the  industry,  revenues  are  expected  to  be  up  by  $400  to  $500  million. 

Coarse  grains:  The  United  States  has  traditionally  supplied  most  of  Mexico's  corn 
imports  in  the  late  1980's,  about  80  percent  of  Mexico's  corn  imports  originated  in 
the  United  States.  As  corn  tariffs  decline,  corn  exports  to  Mexico  will  likely  increase 
steadily.  At  the  end  of  the  15-year  transition  period,  U.S.  exports  of  corn  to  Mexico 
are  projected  to  be  about  6  million  metric  tons.  This  is  almost  60  percent  above  the 
level  which  would  have  been  expected  had  there  been  no  NAFTA.  By  the  end  of  the 
transition  period,  industry  revenues  for  coarse  grains  will  likely  increase  by  $400  to 
$500  million  due  to  NAFTA. 

Dairy:  Dairy  access  will  improve  and  Mexican  income  and  population  growth  will 
expand  the  market  for  U.S.  dairy  products.  Mexican  imports  of  U.S.  milk  powder 
are  expected  to  grow  by  about  20,000  metric  tons  by  the  end  of  the  transition  period. 
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At  present,  world  prices,  the  additional  imports  would  add  $235  to  $255  million  in 
revenue  for  the  dairy  industry. 

Pork:  Mexico  has  been  a  growing  market  for  U.S.  pork  and  hogs,  despite  high  tar- 
iffs. Mexico  has  been  the  most  important  buyer  of  U.S.  hogs  and  accounts  for  about 
one  quarter  of  U.S.  pork  exports.  Lower  tariffs,  removal  of  other  barriers,  and 
higher  incomes  in  Mexico  will  expand  its  market  for  pork.  However,  reduced  Mexi- 
can import  barriers  on  grain  and  other  feeds  will  reduce  Mexican  feed  costs  and 
make  Mexican  pork  producers  more  competitive  with  U.S.  producers.  While  U.S. 
export  growth  may  moderate  over  time,  U.S.  exports  of  pork  and  hogs  to  Mexico  are 
expected  to  more  than  double  by  the  end  of  the  transition  period.  U.S.  producer 
prices  will  likely  be  about  $1.00  per  hundredweight  higher  than  without  NAFTA, 
adding  $150  to  $200  million  in  revenue  to  the  industry. 

Beef:  NAFTA  is  expected  to  increase  U.S.  exports  of  cattle  and  beef  products.  U.S. 
beef  trade  with  Mexico  will  nearly  double  with  the  agreement.  Due  to  the  size  of 
Mexican  imports  and  exports  relative  to  the  U.S.  market,  NAFTA  will  have  small 
effects  on  total  U.S.  cattle  production  and  prices.  By  the  end  of  the  transition,  pro- 
jected increases  in  cattle  prices  will  create  an  added  $200  to  $400  million  in  revenue 
for  the  cattle  and  beef  industry. 

Vegetables:  Under  NAFTA,  U.S.  imports  of  some  Mexican  vegetables  will  likely 
increase,  including  fresh  cucumbers  and  tomatoes.  Any  price  effects  on  the  U.S.  in- 
dustry are  expected  to  be  modest  and  be  moderated  by  the  10-  or  15-year  transition 
periods  and  the  special  safeguards. 

The  European  Community,  Chile,  and  Mexico  provide  the  largest  share  of  import- 
ed processed  tomatoes  to  the  American  market.  A  reduction  of  import  tariffs  from 
Mexico  may  increase  its  share  of  the  U.S.  import  market. 

Imported  processed  cucumbers  are  only  a  small  proportion  of  all  prepared  and 
preserved  cucumbers  and  NAFTA  will  likely  have  only  a  minor  effect  on  the  U.S. 
industry. 

U.S.  exports  of  some  vegetables,  such  as  tomatoes  are  expected  to  increase  as 
Mexican  duties  are  eliminated.  Fresh  and  processing  tomatoes,  along  with  potatoes 
and  onions,  are  the  biggest  U.S.  vegetable  exports  to  Mexico. 

NAFTA  and  the  continued  phase  out  of  Canadian  tariffs  under  the  U.S.-Canadian 
Free  Trade  Agreement  will  increase  U.S.  exports  of  some  commodities  to  Canada, 
including  tomato  paste. 

GREAT  LAKES  PORTS 

Ms.  Kaptur.  How  does  shipping  through  the  St.  Lawrence  com- 
pare to  other  ports?  What  is  the  cost  of  shipping  from  Ohio 
through  Great  Lakes  via  shipping  by  rail  to  the  East  Coast?  Where 
does  commercial  trade  flow?  Are  there  U.S.  bottoms  operating  on 
the  Great  Lakes? 

Mr.  Collins.  Most  U.S.  grain  exports  are  moved  to  international 
markets  through  U.S.  Gulf  ports  because  of  the  availability  of  low 
cost  river  transportation  and  the  proximity  of  major  wheat  produc- 
ing areas  to  those  ports.  In  calendar  year  1991,  U.S.  Gulf  Ports  ac- 
counted for  70.0  percent  of  U.S.  exports  of  grains  and  oilseeds,  fol- 
lowed by  Pacific  ports  with  21.1  percent,  Atlantic  coast  ports  with 
3.5  percent,  and  Great  Lakes  ports  with  3.4  percent.  In  calendar 
year  1981,  U.S.  Gulf  Ports  accounted  for  61.0  percent  of  U.S.  ex- 
ports of  grains  and  oilseeds,  followed  by  Pacific  ports  with  18.0  per- 
cent of  exports.  At  that  time,  however,  Atlantic  ports  accounted  for 
10.3  percent  and  Great  Lakes  ports  accounted  for  8.7  percent  of 
total  U.S.  grain  and  oilseeds  exports. 

Great  Lakes  ports  have  always  had  several  competitive  disadvan- 
tages in  the  export  of  U.S.  grain  relative  to  other  U.S.  ports.  For 
instance,  the  significant  draft  limitations  of  the  Welland  Canal  ef- 
fectively limit  ships  serving  Great  Lakes  ports  to  one-half  the  size 
of  grain  vessels  serving  Gulf  ports.  Great  Lakes  ports  also  have  a 
voyage  distance  disadvantage  relative  to  other  U.S.  ports  in  serving 
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most  export  destinations  except  countries  on  the  European  conti- 
nent. 

Several  factors  explain  the  shift  away  from  the  usage  of  Great 
Lakes  ports  in  the  export  of  U.S.  grains  and  oilseeds.  First,  the  Eu- 
ropean countries  to  which  Great  Lakes  ports  have  always  had  a 
competitive  advantage  over  other  U.S.  ports  have  shifted  from  net 
importers  to  net  exporters  of  grains  and  oilseeds.  European  export 
subsidies  on  oilseed  products  have  also  taken  away  world  markets 
for  U.S.  sunflowerseed,  almost  all  of  which  is  exported  from  Great 
Lakes  ports.  Finally,  the  small,  high-cost  vessels  serving  the  U.S. 
Great  Lakes  are  also  more  likely  to  be  idled  relative  to  the  larger 
vessels  serving  the  Gulf  coast  when  U.S.  grain  exports  and  the 
demand  for  dry  bulk  ocean  capacity  are  low. 

Grain  moved  into  export  markets  from  Ohio  has  generally  been 
railed  to  export  position  at  the  Atlantic  Coast  or  barged  down  the 
Ohio  River  depending  on  the  origination  region  within  Ohio.  Ocean 
freight  costs  on  grain  exports  from  Great  Lakes  ports  to  major 
North  African  destinations  in  1990  averaged  $25.32  per  metric  ton 
(MT),  while  average  ocean  rates  from  Atlantic  ports  were  $21.65 
MT  and  from  Gulf  ports  were  $20.74  MT  to  the  same  destinations. 
Generally,  any  southern  Ohio  grain  within  trucking  distance  of  the 
Ohio  River  will  be  trucked  to  the  river  for  eventual  export  at  New 
Orleans.  Grain  outside  of  economical  trucking  distance  from  the 
Ohio  River  on  the  south  or  Toledo  on  the  north  will  be  shipped  by 
railroad  to  Atlantic  coast  ports  for  export.  In  1990,  Ohio  rail  ship- 
pers moved  over  908,000  MT  of  corn,  soybeans  and  wheat  to  Atlan- 
tic ports,  while  only  50,000  MT  of  corn,  soybeans  and  wheat  were 
shipped  by  railroad  to  Toledo  for  export.  Average  cost  for  rail 
movement  of  Ohio  grain  to  Atlantic  coast  ports  was  $12.81  MT  in 
1990.  The  small  amount  of  Ohio  grain  exported  from  Toledo  is 
almost  entirely  truck-delivered. 

Because  of  their  significantly-higher  operating  costs,  U.S.-flag 
vessels  are  currently  used  only  to  the  extent  that  their  use  is  man- 
dated under  cargo  preference  regulations.  Operation  of  U.S.-flag 
vessels  on  the  Great  Lakes  has  become  less  frequent  after  provi- 
sions in  cargo  preference  regulations  which  set-aside  a  certain  por- 
tion of  cargo  preference  cargo  for  Great  Lakes  ports  expired  in 
1990. 

Mr.  DuRBiN.  We  are  going  to  break  now  to  vote  and  return. 

Mr.  Collins,  we  will  probably  be  back  at  2:30  and  maybe  even  a 
minute  or  two  earlier.  We  will  give  the  remaining  Members  a 
chance  to  ask  questions,  and  then  we  will  go  the  Inspector  Gener- 
al's Office. 

Mr.  Skeen.  I  would  like  to  continue  this  discussion  on  NAFTA. 

Mr.  DuRBiN.  Fine. 

[Recess.] 

Mr.  DuRBiN.  If  we  could  resume  the  hearing  at  this  point,  and 
let  the  record  note  we  got  back  before  we  promised  we  would. 
That  has  got  to  be  a  first  in  the  history  of  Congress,  let  alone 
the  Subcommittee. 

My  colleague,  Mr.  Skeen  of  New  Mexico,  had  a  few  questions  of 
Mr.  Collins. 
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Mr.  Skeen.  Let's  go  back  to  this  NAFTA  situation.  I  know  there 
is  alot  of  anxiety  on  the  part  of  the  American  farm  producer.  Did 
we  learn  anything  from  the  negotiations  on  the  Canadian  Free 
Trade  Agreement  as  an  aftermath  of  which  we  had  problems  asso- 
ciated with  dumping  of  hogs?  How  much  correction  do  we  have  in 
these  agreements  for  situations  where  we  have  a  problem  with  do- 
mestic production? 

Mr.  Collins.  That  is  a  tough  question  to  answer,  but  I  would 
have  to  say  we  have  already  learned  a  few  things.  I  will  mention  at 
least  one  in  a  minute. 

As  far  as  correction  goes,  that  is  difficult.  There  are  dispute  reso- 
lution processes  under  the  agreement,  and  so  far  we  have  relied  on 
those  dispute  resolution  process  and  bi-national  panels  that  are  cre- 
ated to  investigate  various  issues  that  arise. 

The  one  area  most  recently  where  we  think  we  have  probably 
learned  something  has  been  in  the  dumping  case  that  we  brought 
against  Canada  with  respect  to  wheat,  particularly  durum  wheat  in 
the  United  States.  The  FTA  binational  panel  just  ruled  on  that  last 
week.  And  what  they  determined  was  kind  of  upsetting  to  those 
people  in  the  department  that  had  worked  hard  on  that  case,  and 
that  was  the  question  of  transparency.  When  are  you  selling  below 
an  acquisition  price?  And  this  has  to  do  with  the  operations  of  the 
Canadian  Wheat  Board. 

I  think  the  problem  there  was  back  during  the  negotiations  we 
agreed  on  what  acquisition  price  meant.  Today  when  we  look  at 
what  it  means  we  think  it  is  something  very  different;  back  during 
the  negotiations  we  Eigreed  that  an  acquisition  price  was  an  initial 
payment  made  by  the  Canadian  Wheat  Board  to  wheat  producers. 
Today  we  think  that  is  not  at  all  an  acquisition  price.  An  acquisi- 
tion price  ought  to  include  the  attendant  marketing  charges  that 
go  along  with  it,  those  additional  costs  should  be  built  into  the  ac- 
quisition price. 

So  I  don't  know  what  recourse  the  U.S.  Government  will  have 
after  the  finding  of  that  panel,  but  I  would  say  that  the  Govern- 
ment thought  they  had  a  very  strong  case,  that  there  were  a 
number  of  instances  of  the  Canadian  Wheat  Board  selling  below  ac- 
quisition price,  but  the  binational  panel  found  there  were  no  such 
cases,  mainly  because  their  determination  of  the  acquisition  price 
was  much  lower  than  ours. 

Mr.  Skeen.  Outside  of  agriculture,  we  had  another  incident  in- 
volving that  trade  agreement  that  we  had  to  sue  for,  and  that  was 
the  potash  dumping.  I  am  just  wondering,  if  a  lot  of  American  agri- 
cultural producers  are  concerned  about  the  competition  from 
Mexico,  don't  they  realize  that  competition  is  inherent  and  existing 
now.  The  Mexicans  can  export  to  us  anything  we  want,  but  we 
don't  have  access  to  their  market.  Their  tariffs  are  around  10  per- 
cent and  ours  is  around  4. 

Does  that  disparity  cause  any  problem,  or  would  there  be  a 
wholesale  shift  because  of  the  openness  of  the  trade?  I  don't  see  it 
that  way.  I  don't  particularly  believe  that  it  is  a  great  threat. 

Mr.  Collins.  Well,  you  know,  I  think  that  my  comments  earlier 
to  Ms.  Kaptur 
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Mr.  Skeen.  I  listened  very  intently. 

Mr.  Collins.  What  we  are  talking  about  is  a  total  amount  of 
export  increase,  in  the  neighborhood  of  $2  billion  in  the  year  2008, 
on  top  of  what  exports  would  otherwise  be.  And  I  don't  know  what 
they  would  be  in  the  year  2008,  but  they  would  have  to  be  much 
more  than  the  $42  billion  we  already  have. 

From  that  point  of  view  you  could  argue  that  NAFTA  is  a  small 
deal  for  U.S.  agriculture.  If  you  look  at  our  agricultural  imports, 
we  haven't  released  a  number,  but  we  are  talking  about  hundreds 
of  millions  of  dollars,  which  again,  percentage-wise,  is  very,  very 
small.  But  if  it  is  concentrated  in  certain  commodities,  Ms.  Kap- 
tur's  points  are  very  well-taken.  It  could  cause  a  great  deal  of  dis- 
lodging of  people  and  production  in  certain  areas  of  the  country. 

Getting  back  to  the  point  on  tariffs,  it  is  true  that  Mexicans  have 
had  access  to  our  market.  If  you  look  at  our  vegetable  production 
in  the  United  States,  it  is  about  $12  billion  worth  of  production  a 
year.  Our  vegetable  imports  are  less  than  a  billion  for  Mexico, 
about  $800  million.  So  Mexico  only  represents  a  tenth  of  our  pro- 
duction. But  they  have  had  access  to  our  market,  they  have  been 
coming  in.  But  it  is  not  an  open  market  on  our  side. 

It  is  true  their  market  has  been  more  restrictive,  not  just  from 
tariffs,  as  you  mentioned,  but  from  Mexican  import  licenses  in  par- 
ticular. That  has  been  more  a  factor  we  think  for  many  commod- 
ities. On  our  side,  we  have  a  number  of  commodities  that  are  very 
high  in  tariffs.  Tomatoes  are  not  one  of  them.  Our  tariff  rates  in 
tomatoes,  percentage-wise,  run  something  like  5  to  7  percent.  But 
we  have  a  number  of  other  commodities.  Ones  we  think  we  will 
feel  some  impact  on  such  as  cauliflower,  broccoli  and  onions,  where 
our  tariffs  run  25  to  35  percent.  So  those  are  fairly  protected  mar- 
kets. When  those  tariffs  come  down  then  we  will  see  more  imports 
of  those  commodities. 

Mr.  Skeen.  That  is  the  reason  I  wanted  to  examine  what  hap- 
pens if  you  run  into  a  problem.  How  much  latitude  do  we  have 
under  these  free  trade  agreements.  I  think  we  have  established 
that  we  do  have  some  latitude,  but  it  is  rather  narrowly  confined. 

Mr.  Collins.  I  suggest  that  when  the  Office  of  General  Counsel  is 
up  here  to  testify  before  you,  you  press  them  on  that  issue. 

Mr.  Skeen.  I  shall.  Thank  you. 

FARM  INCOME 

Mr.  DuRBiN.  In  your  fourth  point  you  talked  about  net  cash  farm 
income.  If  I  am  not  mistaken,  you  said  this  year  it  will  be  up  some 
$4  billion  from  last  year. 

Mr.  Collins.  From  $58  to  $64  billion.  At  this  point  in  the  year 
we  only  publish  a  range  on  that. 

Mr.  DuRBiN.  What  I  am  trying  to  understand  if  you  can  tell  me 
is,  does  that  take  into  account  anticipated  additional  deficiency 
payments? 

Mr.  Collins.  Yes,  sir,  it  does.  Yes. 

Mr.  DuRBiN.  So  if  we  are  spending  another  $7.5  billion  on  defi- 
ciency payments  and  we  see  net  farm  income  increase  by  $6  or  $8 
billion,  is  it  fair  to  say  that  the  farm  economy  is  producing  at 
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about  the  same  level  overall,  and  that  the  increase  in  income  is  at- 
tributable to  extra  government  payment? 

Mr.  Collins.  I  would  say  that  is  correct.  If  you  look  at  the 
market  receipt  side  that  farmers  will  put  into  their  books  this  year, 
market  receipts  for  livestock  may  be  down  a  little  bit,  crops  pretty 
close  to  last  year,  expenses  up  a  little  bit.  That  could  be  a  little  bit 
of  a  squeeze  compared  with  a  year  ago  in  income,  if  it  weren't  for 
the  Government  payments.  And  they  won't  go  up  by  $7  billion. 

The  increase  in  outlays,  CCC  price  and  income  support  outlays,  is 
$7  billion.  But  part  of  that  is  loan  outlays,  for  example,  particular- 
ly in  corn. 

CORN  DEFICIENCY  PAYMENTS 

Mr.  DuRBiN.  Do  you  break  down  this  net  farm  income  in  catego- 
ries of  producers  that  would  give  program  crop  producers,  predomi- 
nantly program  crop  producers,  an  idea  of  their  change  in  income? 
It  has  been  my  impression,  just  looking  curbstone,  that  if  the  price 
of  corn  goes  down  to  $2  a  bushel,  if  you  multiply  that  price  times 
the  production  in  the  United  States,  it  roughly  comes  out  the  same 
every  year.  So  $2.30  a  bushel  for  corn  will  be  a  much  lower  yield, 
and  vice  versa. 

I  am  trying  to  establish  whether  or  not  the  deficiency  payments 
which  we  are  making,  in  fact,  are  supplementing  lost  income  for 
those  producers.  Do  we  have  any  way  of  knowing  that? 

Mr.  Collins.  They  are  supplementing  lost  income  to  program 
participants.  Certainly  not  the  15  percent  or  so  of  corn  acreage  that 
is  not  in  the  programs.  Those  people  are  on  their  own.  I  think  it  is 
supplementing  participants  income  but  not  wholly. 

Deficiency  payments  cannot  make  a  producer  whole.  And  the 
reason  is  that  they  apply  to  a  national  average  program  yield  of 
about  104  bushels.  Producers  this  year  harvested  130  bushels.  Their 
harvest  yields  run  10  to  15  bushels  higher  on  average  nationally. 
So  they  lose  that  market  return  on  those  additional  bushels. 

In  fact,  we  have  looked  at  the  percent  of  production,  U.S.  produc- 
tion, that  is  covered  by  farm  program  payments,  deficiency  pay- 
ments, and  for  most  crops  it  runs  about  60  percent.  And  the  reason 
it  is  that  low  is  because  the  difference  between  actual  and  program 
yields,  and  the  difference  between  permitted  acres  and  payment 
acres,  because  of  the  flex  acres,  the  triple  base  acres,  so  deficiency 
payments  can  cushion  the  drop  when  market  prices  fall,  but  it  is 
not  a  one  for  one. 

FARM  INCOME 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  the  source  of  income  for  large  and  small  farms  for  the  last 
10  years. 

Mr.  Collins.  USDA  has  a  new  approach  to  estimating  the 
income  of  farm  operator  households.  The  method  it  replaces  relied 
on  assumptions  regarding  the  farm  income  the  farm  operator 
household  received  from  farming.  The  past  estimates  overstated 
the  farm  income  component  of  the  farm  operator  household 
income.  The  new  data  contained  in  the  table  I  will  submit  are  not 
available  prior  to  1988. 


-$3,136 

$32,085 

$28,950 

111 

-3,235 

29,198 

25,963 

112 

-3,387 

37,276 

33,889 

110 

-2,677 

36,244 

33,566 

108 

113,446 

29,486 

142,932 

21 

162,242 

32,606 

194,849 

17 

118,035 

32,698 

150,733 

22 

118,462 

33,271 

151,733 

22 
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[The  information  follows:] 

SOURCE  OF  FARM  OPERATOR  HOUSEHOLD  INCOME  FCR  SMALL  AND  LARGE  FARMS 

Average  household  income Off-farm  income 

Farm  size  and  year  p      ,         ,  as  a  percent  of 

househoTds         Off-farm  income        Total  income  total 

Small  farms  (economic  size  of  $50,000  or  less): » 

1988 

1989 

1990 

1991 

Large  farms   (economic  size  of  $500,000  or  more);  ' 

1988 

1989 

1990 

1991 

•  Economic   size    of    farm    is    based    on    the    gross    sales    and    direct    government    payments   of    the   farm    business   and    landlords. 

Note— The  population  of  farm  operator  households  excludes  those  operators  who  manage  nonfamily  corporate  farms  for  a  salary  or  who  do  not 
share  in  the  net  income  of  the  farm  business.  They  account  for  1-2  percent  of  all  farms. 

Source:  farm  Costs  and  Returns  Surveys,  Economic  Research  Service,  USDA. 

FARM  INCOME 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  farm  income  for  the  last  ten  years,  including  gross  income, 
production  expenses,  net  farm  income,  and  net  cash  income.  Please 
explain  for  the  record  the  difference  between  net  income  and  net 
cash  income. 

Mr.  Collins.  The  following  definitions  and  the  table  I  will 
submit  for  the  record  give  farm  income  and  expenses  for  the  U.S. 
agricultural  sector. 

[The  information  follows:] 

Cash  income  measures  cash  earnings  of  the  farm  business,  including  sales  of  pre- 
vious years'  production  out  of  inventories.  This  cash  income  is  available  for  debt 
service  and  family  expenses.  Net  cash  income  is  gross  cash  income  less  cash  ex- 
penses (including  share  rental  expenses). 

Net  farm  income  is  a  measure  of  the  sector's  contribution  to  the  Nation's  Gross 
Domestic  Product.  Net  farm  income  is  total  gross  income  minus  total  production  ex- 
penses. Total  gross  income  is  the  sum  of  gross  cash  income,  nonmoney  income  (home 
consumption  and  rental  value  of  operator  dwellings),  and  an  adjustment  for  sales  of 
previous  years'  production.  Total  production  expenses  include  cash  expenses  and 
noncash  expenses  (capital  consumption  and  prerequisites  to  hired  labor). 

FARM  INCOME  IN  CURRENT  YEAR  DOLLARS  ' 

[In  billions  of  dollars] 

^'"l^f  1'1"„^.'!1"         Net  farm  income     Net  cash  income 

income  expenses 

1983 

1984 

1985 

1986 

1987 

1988 


.1 

139.6 

14.2 

38.4 

.1 

141.9 

26.1 

37.4 

.8 

132.4 

28.8 

47.1 

.8 

125.1 

31.0 

47.8 

.1 

128.7 

39.7 

55.3 

.9 

133.9 

40.6 

57.4 
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FARM  INCOME  IN  CURRENT  YEAR  DOLLARS  i— Continued 

[In  billions  of  dollars] 


Gross  cash 
income 


Production 
expenses 


Net  farm  income     Net  cash  income 


1989 179.9  141.2  50.1  59.4 

1990 186.0  145.1  50.8  61.8 

1991 183.2  144.9  44.6  58.0 

1992F 185.0  145.0  50.6  59.8 

'  Historical  data  are  from  Economic  Indicators  of  the  farm  Sector,  National  Financial  Summary,  1991.  USDA,  Econ  Res.  Ser .  ECIFS  11-1,  Jan. 
1993. 

Note.— F= forecast  as  of  February,  1993. 


LAND  VALUES 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  changes  in  land  values  in  major  areas  during  the  last  ten 
years. 

Mr.  Collins.  The  table  I  will  submit  shows  changes  in  farm  real 
estate  values  by  year  for  major  regions. 

[The  information  follows:] 

AVERAGE  PER-ACRE  FARM  REAL  ESTATE  VALUES  BY  FARM  PRODUCTION  REGION,  1982-92  i 

[Dollars  per  acre] 


Region                 1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

Percent 
change 
1982-92 

Northeast 1,364 

Lake  States 1,234 

1,343 
1,160 
1,482 

528 
1,082 
1,095 
1,038 

574 

314 
1,356 

788 

1,391 
1,147 
1,449 

518 
1,107 
1,105 
1,074 

632 

327 
1,399 

801 

1,346 

952 

1,108 

412 

1,035 

1,068 

1,012 

675 

300 

1,293 

713 

1,340 
797 
972 
360 

1,025 

1,038 
880 
579 
267 

1,201 
640 

1,491 
707 
900 
331 

1,004 

1,055 
757 
532 
257 

1,084 
599 

1,586 
788 

1,003 
368 

1,037 

1,130 
781 
531 
257 

1,089 
632 

1,763 
819 

1,100 
398 

1,077 

1,194 
797 
516 
260 

1,129 
661 

1,722 
841 

1,096 
425 

1,111 

1,253 
782 
495 
267 

1,163 
668 

1,703 
906 

1,129 
440 

1,059 

1,254 
797 
482 
286 

1,206 
681 

1,712 
915 

1,158 
449 

1,091 

1,212 
771 
472 
288 

1,199 
685 

26 
-26 

Corn  Belt 1,642 

-29 

North  Plains 547 

-18 

Appalachia 1,083 

Southeast 1,095 

Delta 1,135 

South  Plains 576 

1 

11 
-32 
-18 

Mountain 325 

Pacific 1,346 

United  States  2 823 

-11 

-11 
-17 

'  Value  of  farmland  and  buildings. 
2  Excludes  Alaska  and  Hawaii. 

Source:  Economic  Research  Service. 


PRICES  PAID  BY  FARMERS 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  prices  received  and  prices  paid  by  farmers  for  the  last  ten 
years. 

Mr.  Collins.  I  will  submit  a  table  for  the  record  that  shows 
prices  received  for  all  farm  products  and  paid  by  farmers  for  pro- 
duction items,  interest,  taxes,  and  wage  rates  from  1983  through 
1992. 

[The  information  follows:] 
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INDEX  OF  PRICES  RECEIVED  AND  PAID  BY  FARMERS  (1977-100) 


Prices  received       Prices  paid 


1983. 
1984. 
1985. 
1986. 
1987. 
1988. 
1989. 
1990. 
1991. 
1992. 


135 

159 

142 

161 

128 

156 

123 

150 

127 

152 

138 

160 

147 

167 

150 

172 

147 

175 

139 

174 

Source:  National  Agricultural  Statistics  Service,  USDA. 

INCOME  SPENT  FOR  FOOD 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  percent  of  income  spent  for  food  in  the  United  States  and 
other  selected  countries,  including  the  Soviet  Union. 

Mr.  Collins.  The  table  I  will  submit  compares  the  estimated 
1992  expenditures  for  the  consumption  of  food,  beverages,  and  to- 
bacco in  the  aggregate  and  the  percentage  by  each  component  of 
personal  consumption  expenditure  for  a  number  of  selected  coun- 
tries. People  in  the  United  States  spend,  on  average,  the  least 
amount  of  their  personal  consumption  expenditures  on  food  com- 
pared to  other  countries.  In  comparison,  people  in  the  European 
Community  spend  more  than  twice  as  much  of  their  total  personal 
consumption  expenditures  for  food,  beverages,  and  tobacco  then 
people  in  the  USA.  People  in  Japan  spend  nearly  twice  as  much. 
People  in  Mexico  and  in  the  Commonwealth  of  Independent  States 
spend  better  than  30  percent  of  their  budgets  for  these  items.  In 
most  countries  where  people  spend  a  high  percentage  of  their  ex- 
penditures for  food,  total  personal  consumption  expenditures  are 
lower. 

[The  information  follows:] 
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Estimates  of  food,  beverages,  and  tobacco  expenditures,  1992 


Percent  of  personal  consujpt 

ion  expenditure!/ 

Expendi tures2/ 

Country 

Food   Non-alcoholic 

Alcoholic  Tobacco  Food, 

beverages. 

Personal 

Food,  beverages. 

beverages 

beverages 

and 

tobacco 

consumpt  i  on 

and  tobacco 

Percent 

U.S.  dollars 

per  person 

United  States 

6.8 

1.2 

1.3 

1.1 

10.5 

15259 

1606 

Canada 

11.7a/ 

NA 

3.0 

2.1 

16.8 

12592 

2113 

Netherlands 

13.9 

0.5 

2.2 

1.6 

17.9 

12760 

2288 

New  Zealand 

12.4 

3.3 

NA 

2.3 

18.0 

7094 

1277 

Hongkong 

17.0 

NA 

1.2 

0.9 

19.1 

5896 

1127 

Belgium 

16.4 

0.4 

1.2 

1.6 

19.6 

13354 

2613 

France 

16.3 

0.5 

2.0 

1.1 

20.0 

13816 

2759 

Japan 

NA 

HA 

NA 

NA 

21.0 

1674 

352 

Australia 

15.2 

NA 

4.5 

1.8 

21.6 

9653 

2081 

Austria 

16.7 

0.7 

2.1 

2.3 

21.8 

12785 

2786 

Germany,  West 

20.0b/ 

NA 

NA 

2.0 

21.9 

10923 

2397 

Denmark 

15.3 

0.6 

3.5 

2.9 

22.2 

15221 

3377 

Luxembourg 

13.6 

0.7 

1.5 

6.4 

22.2 

13617 

,3020 

Sweden 

16.9 

0.5 

3.2 

1.8 

22.4 

13554 

3038 

United  Kingdom 

12.7 

0.9 

7.2 

2.5 

23.3 

10679 

2487 

Spain 

20.1 

0.5 

1.4 

1.6 

23.4 

8457 

1980 

Italy 

20.6 

0.3 

1.2 

1.7 

23.8 

1141 

272 

Finland 

1S.1 

0.5 

4.0 

2.1 

24.7 

12444 

3075 

Norway 

18.7 

1.1 

3.1 

2.2 

25.0 

13692 

3425 

Puerto  Rico 

21.1 

NA 

3.3 

1.7 

26.1 

5829 

1521 

Switzerland 

19.5 

7.0b/ 

NA 

NA 

26.5 

19182 

5090 

Singapore 

20.2 

1.5 

2.5 

2.6 

26.8 

5960 

1597 

Israel 

23.9 

2.3 

0.6 

1.4 

27.7 

3237 

896 

C1S3/ 

30.0b/ 

NA 

NA 

NA 

NA 

2329 

699b/ 

Portugal 

24.8 

0.1 

1.3 

1.6 

28.0 

3009 

843 

Zimbabwe 

13.4 

8.3 

9.9 

NA 

31.5 

106 

33 

Peru 

NA 

NA 

NA 

NA 

33.0 

839 

276 

Colombia 

29.5 

1.1 

3.9 

1.0 

35.4 

300 

106 

South  Africa 

26.8 

1.5 

5.5 

2.3 

36.1 

1006 

363 

Ecuador 

31.0 

1.5 

2.7 

2.0 

37.1 

146 

54 

Venezuela 

36.9 

5.5 

7.0 

2.3 

37.5 

473 

177 

Mexico 

NA 

NA 

NA 

NA 

38.0 

665 

252 

Thailand 

29.5 

3.4 

4.0 

2.3 

39.2 

737 

289 

Korea,  South 

NA 

NA 

NA 

NA 

39.6 

2273 

900 

Greece 

33.2 

1.1 

2.8 

3.3 

40.4 

2897 

1169 

Ireland 

22.8 

1.5 

11.8 

4.2 

40.5 

7548 

3058 

Jordan 

38.0 

1.4 

NA 

1.8 

41.4 

822 

340 

Malta 

29.3 

3.7 

4.9 

3.8 

41.6 

4248 

1769 

Honduras 

41.4 

3.2 

NA 

0.6 

45.2 

696 

315 

India 

51.9 

51.9 

0.1 

2.0 

55.2 

117 

64 

Sri  Lanka 

47.0 

0.5 

2.6 

5.5 

55.8 

246 

138 

Philippines 

51.7 

2.4 

NA 

1.9 

56.0 

404 

226 

Sierra  Leone 

NA 

NA 

NA 

NA 

68.5 

122 

83 

NA  =  Not  available,  a/  Includes  expenditures  for  nonalcoholic  beverages,  b/  Includes  expenditures  for 
nonalcoholic  beverages  and  alcoholic  beverages.  1/  Food  that  was  consuned  at  home.  2/  Source  of  the 
expenditure  data  is  the  National  Accounts  Data  Tape  distributed  by  the  United  Nations. 
3/  CIS  =  Commonwealth  of  Independent  States. 
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INVESTMENT  COST 

Mr.  DuRBiN.  Please  provide  for  the  record  the  cost  of  establishing 
various  types  of  farms,  indicating  a  breakdown  of  the  various  costs 
involved. 

Mr.  Collins.  I  will  submit  a  table  for  the  record  that  shows  aver- 
age farm  business  assets  reported  in  the  1991  Farm  Costs  and  Re- 
turns Survey  for  farms  of  different  sizes  and  for  all  crop  farms 
versus  all  livestock  farms.  The  actual  establishment  costs  associat- 
ed with  fixed  assets  used  in  production  will  vary  depending  on  the 
extent  of  debt  financing  utilized  or  amount  of  -assets  leased. 

[The  information  follows:] 

ASSET  LEVELS  FOR  DIFFERENT  SIZES  AND  TYPES  OF  FARMS,  1991 

[Dollars  per  farm] 

Economic  class  Farm  type 


$500,000       ^"WOO       $'700       Less  than         ^rop        Livestock      ""'™' 
""""^^        $499  999       $249  999       ^'O^™  ' 


Farm  business  assets 2,281,316  1,046,774  643,564  269,214  428,967  362,681  390,545 

Current  assets 532,045  176,552  106,120  29,574  62,191  51,895  56,223 

Livestock  inventory 147,471  43,438  25,333  5,052  3,725  18,562  12,325 

Crop  inventory 143,961  55,894  28,468  3,301  17,793  7,118  11,605 

Purchased  inputs 19,419  7,260  3,089  376  1,620  1,262  1,413 

Accounts  receivable 62,917  13,511  5,092  439  5,631  1,110  3,010 

Other  assets  1 158,277  56,449  44,138  20,406  33,422  23,843  27,870 

Non-current  assets 1,749,271  870,222  537,445  239,639  366,776  310,786  334,322 

Land  and  buildings  2 1,346,719  642,805  395,289  204,846  302,541  248,281  271,090 

Operator's  dwelling  3 67,364  53,693  45,287  46,820  48,469  46,648  47,413 

Farm  equipment 297,078  163,699  102,515  25,478  58,088  37,368  46,078 

Breeding  animals 93,786  56,389  35,998  9,044  4,086  24,566  15,956 

Investments  in  cooperatives 11,688  7,329  3,643  271  2,061  571  1,198 

'  Includes  prepaid  insurance,  certificates  of  deposit,  checking  and  savings  balances,  and  any  ottier  financial  assets  of  the  farm  business. 
2  The  value  of  the  operator's  dwelling  and  any  associated  liabilities  were  included  if  the  dwelling  was  owned  by  the  operation  and  located  on  the 
farm. 
^  Included  in  land  and  buildings 

Source:  Farms  Costs  and  Returns  Survey,  USDA. 

RETURNS  TO  EQUITY 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  the  returns  to  equity  for  agriculture  and  nonfarm  seg- 
ments of  the  economy  for  the  last  ten  years. 

Mr.  Collins.  I  will  submit  a  table  for  the  record  that  compares 
rates  of  return  in  farm  and  nonfarm  investments  from  1980 
through  1992. 

[The  information  follows:] 

RATES  OF  RETURN  TO  EQUITY  IN  AGRICULTURE  AND  IN  SELECTED  NONFARM  INVESTMENTS 

[In  percent] 

Primp  ratP  High-grade 

v„.  Rate  of  return  to         l.l,,„Jih«         3-month  Treasury     Corporate  bonds,  municipal 

^^'  farm  equity  h,X  2  bills  ^  Baa  (Moody's)  •=       (Standard  and 

oanKs  pjjf.j)  2 

1980 

1981 

1982 


0,6 

15.27 

11.51 

13.67 

8.51 

0.4 

18.87 

14.03 

16.04 

11.23 

0 

14.86 

10.69 

16.11 

11.57 
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RATES  OF  RETURN  TO  EQUITY  IN  AGRICULTURE  AND  IN  SELECTED  NONFARM  INVESTMENTS— 

Continued 

[In  percent] 


Year 


Rate  of  return  to 
(arm  equity  ■ 


Prime  rate 

ctiarged  by 

lianks^ 


Smontti  Treasury     Corporate  twnds, 
bills  ^  Baa  (Moody's)  ^ 


Higti-grade 

municipal 

(Standard  and 

Poor's)  2 


1983 - 1.1  10.79 

1984 0.9  12.04 

1985 1.9  9.93 

1986 2.1  8.33 

1987 3.6  8.21 

1988 3.1  9.32 

1989 4.0  10.87 

1990 4.0  10.01 

1991 3.1  8.46 

1992P 3.9  6.25 

'  USDA-Economic  Research  Service  (From  current  income  only;  excludes  real  capital  gains/losses) 
2  "Economic  Report  of  the  President,"  January,  1993,  pp  428. 

Note.— P  =  preliminary. 


8.63 

13.55 

9.47 

9.58 

14.19 

10.15 

7.48 

12.72 

9.18 

5.98 

10.39 

7.38 

5.82 

10.58 

7.73 

6.69 

10.83 

7.76 

8.12 

10.18 

7.24 

7.51 

10.36 

7.25 

5.42 

9.80 

6.89 

3.45 

8.98 

6.41 

FARM  DEBT 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  farm  debt  for  selected  years  since  1950  and  comparison  of 
debt-to-asset  ratio  and  debt-to-net  farm  income  ratio. 

Mr.  Collins.  I  will  submit  a  table  showing  U.S.  farm  debt  and 
selected  financial  ratios.  The  data  include  debts  and  assets  of  the 
farm  operator  households. 

[The  information  follows:] 

U.S.  FARM  DEBT  AND  SELECTED  FINANCIAL  RATIOS 


Year 


Total  farm  debt 
(billion  dollars) 


Debtto-asset  ratio 


Oebt-to-net  farm 
income  ratio 


1950 

12  3 

.080 
.098 
.118 
.151 
.163 
.159 
.164 
.212 
.169 
.156 
.148 
.145 
.146 
.146 

02 

1955 

17  0 

04 

1960 

24  8 

0.7 

1965 

39  3 

1.0 

1970 

52  8 

15 

1975 

91  5 

2.1 

1980 

178  7 

9.5 

1985 

187  9 

6.7 

1987 

153  7 

4.4 

1988 

148  5 

4.3 

1989 

146  0 

40 

1990 

1451 

29 

1991 

147  0 

3.3 

1992F 

147.9 

2.9 

Source:  Economic  Research  Service,  USDA. 

PRODUCTIVITY 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  a  comparison  of  output  and  productivity  of  farm  and  non- 
farm  enterprises  for  the  last  ten  years. 
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Mr.  Collins.  I  will  submit  a  table  with  the  latest  figures.  Produc- 
tivity is  measured  as  a  ratio  of  agricultural  output  to  all  produc- 
tion inputs  including  capital,  labor,  and  other  factors  of  production. 

[The  information  follows:] 

OUTPUT  AND  PRODUCTIVITY  OF  FARM  AND  NONFARM  SECTOR,  1982  =  1.0 

Agriculture  Nonfarm  business' 

Output: 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

Average  Annual  Rates  of  Growth  (percent) 

Productivity; 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

Average  Annual  Rates  of  Growrth  (percent) 

'  Source:  Bureau  of  Labor  Statistics. 

NUMBER  OF  FARMS 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  the  number  of  farms  for  selected  years  since  1950. 

Mr.  Collins.  I  will  submit  a  table  that  shows  the  number  of 
farms. 

[The  information  follows:] 

NUMBER  OF  FARMS  IN  THE  UNITED  STATES,  1950-92 


0.906 

1.017 

1.008 

1.034 

1.000 

1.000 

.826 

1.050 

1.021 

1.138 

1.068 

1.183 

1.033 

1.218 

1.043 

1.270 

.973 

1.343 

1.078 

1.370 

1.125 

1.372 

2.16 

3.00 

.854 

1.028 

.975 

1.027 

1.000 

1.000 

.851 

1.028 

1.030 

1.057 

1.125 

1.066 

1.117 

1.079 

1.151 

1.091 

1.095 

1.119 

1.182 

1.113 

1.227 

1.101 

3.62 

0.68 

Year 

Thousand 
farms 

Year 

Thousand 
farms 

Year 

Thousand 
farms 

1950 

5.648 

1965 

3,356 

1980 

2,440 

1951 

5,428 

5,198 

1966 

3,257 

1981 

1982 

2,440 

1952 

1967 

3,162 

2,407 

1953 

4,894 

1968 

3,071 

1983 

2,379 

1954 

4,798 

1969 

3,000 

1984 

2,334 

1955 

4,654 

1970 

2,949 

1985 

2,293 

1956 

4,514 

1971 

2,902 

1986 

2,250 

1957 

4,372 

1972 

2,860 

1987 

2,213 

1958 

4,233 

1973 

2,823 

1988 

2,197 

1959 

4,097 

1974 

2,795 

1989 

2,171 

1960 

3,963 

1975 

2,521 

1990 

2,140 

1961 

3,825 

1976 

2,497 

1991 

2,105 
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NUMBER  OF  FARMS  IN  THE  UNITED  STATES,  1950-92-Continue(l 

v„„  Thousand  vo„  Thousand  v=o.  Thousand 

^^^'  farms  ^^^'  farms  ^^^'  farms 

1962 3,692  1977 2,456  1992 2,096 

1963 3,572  1978 2,436  

1964 3,457  1979 2,437  

Source:  National  Agricultural  Statistics  Service. 

NUMBER  OF  WORKERS 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  the  number  of  farm  and  non-farm  workers  for  selected 
years  since  1950. 

Mr.  Collins.  I  will  submit  a  table  that  shows  the  number  of  farm 
and  non-farm  workers. 

[The  information  follows:] 

ANNUAL  AVERAGES  OF  EMPLOYED  PERSONS,  SELECTED  YEARS  1950-92  i 

[Thousands] 

Year  Total         '*?,!"        cultural 

""^        industries 

1950 58,918 

1955 62,170 

1960 65,778 

1965 71,088 

1970 78,678 

1975 85,846 

1980 99,303 

1985 107,150 

1986 109,597 

1987 112,440 

1988 114,968 

1989 117,342 

1990 117,914 

1991 116,877 

1992 117,598 

'  Employed  persons  in  the  civilian  noninstitutional  population  age  16  and  over. 

Source.— U.S.  Department  of  Labor,  Bureau  of  Latior  Statistics.  Employment  and  Earnings.  Various  issues. 

POPULATION  ON  FARMS 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  what  percent  of  the  U.S.  total  population  lived  on  farms 
for  selected  years  since  1900. 

Mr.  Collins.  I  will  submit  a  table  comparing  the  farm  popula- 
tion with  the  total  population.  The  estimate  of  the  1992  farm  resi- 
dent population  is  4.7  million  or  1.9  percent  of  the  total  U.S.  popu- 
lation. The  current  definition  of  a  farm  was  established  in  1974, 
therefore  data  for  1980  are  presented  for  the  current  and  previous 
definitions  for  comparisons  purposes. 

[The  information  follows:] 


7,160 

51,758 

6,450 

55,722 

5,458 

60,318 

4,361 

66,726 

3,463 

75,215 

3,408 

82,438 

3,364 

95,938 

3,179 

103,971 

3,163 

106,434 

3,208 

109,232 

3,169 

111,800 

3,199 

114,142 

3,186 

114,728 

3,233 

113,644 

3,207 

114,391 

67-445    O— 93 10 
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U.S.  POPULATION,  BY  FARM  RESIDENCE:  1900  TO  1992 

[Numbers  in  thousands] 


Year 


Total 


Farm  population 


population      ^    ^       Percent  of 
"'""'^'         total 


1992 251,442  4,665  1.9 

1991 248,697  4,632  1.9 

1990 246,081  4,591  1.9 

1980' 226,546  6,051  2.7 

Previous  farm  definition: 

1980' 226,546  7,241  3.2 

1970 203,212  9,712  4.8 

1960 179,323  15,635  8.7 

1950 151,326  23,048  15.2 

1940 132,165  30,547  23.1 

1930 123,203  30,529  24,8 

1920 106,022  31,974  30.2 

1910 92,228  32,077  34.8 

1900 76,212  29,875  39.2 

>  The  1980  farm  population  estimates  are  t)ased  on  the  population  controls  from  the  1970  census  and  thus  are  not  directly  comparable  to  the 
estimates  lor  1990  and  later  years, 

CONSUMER  FOOD  EXPENDITURES 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures  for 
consumer  food  expenditures  showing  farm  value,  cost  between 
farmer  and  consumer  and  the  farmer's  share  of  the  food  dollar 
since  1950. 

Mr.  Collins.  I  will  submit  a  table  showing  the  consumer  food  ex- 
penditure figures  and  the  farmer's  share  of  the  food  dollar. 

[The  information  follows:] 

MARKETING  BILL  AND  FARM  VALUE  COMPONENTS  OF  CONSUMER  EXPENDITURES  FOR  DOMESTICALLY 

PRODUCED  FOODS 


Year 


In  billions  of  dollars 


Consumer 
expendi- 
tures 


Marketing 
bill 


Farm  value 


Farm  value 
share  of 
expendi- 
tures 
(percent) 


1950 44.0 

1955 53.1 

1960 66.9 

1965 81.1 

1970 110.6 

1975 167.0 

1980 264.4 

1981 287.7 

1982 298.9 

1983 315.0 

1984 332.0 

1985 345.4 

1986 359.6 

1987 : 375.5 

1988 398.8 

1989 419.4 

1990 449.8 

1991 468.5 

1992 478.8 

Source— Economic  Research  Service,  USDA. 


260 

18.0 

41 

34.4 

18.7 

35 

44.6 

22.3 

33 

54.0 

27.1 

33 

75.1 

35.5 

32 

111.4 

55.6 

33 

182.7 

81.7 

31 

206.0 

81.7 

28 

217.5 

81.4 

27 

229,7 

85.3 

27 

242.2 

89.8 

27 

259.0 

86.4  ■ 

25 

270.8 

88.8 

25 

285.1 

90.4 

24 

301,9 

96.8 

24 

315,6 

103.8 

25 

343,6 

106,2 

24 

367,0 

101,5 

22 

373.2 

105,6 

22 
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COST  OF  FOOD  TO  CONSUMER 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  the  dollar  cost  of  food  to  consumers  in  the  United  States 
and  other  selected  countries. 

Mr.  Collins.  The  table  I  will  submit  includes  prices  for  1992,  in 
U.S.  dollars,  for  selected  commodities  as  collected  by  the  Foreign 
Agricultural  Service.  The  aggregation  of  prices  for  this  market 
basket  of  food  was  lower  only  in  four  capitals  in  the  world  than  it 
was  in  metropolitan  Washington  and  was  the  highest  in  Tokyo. 
People  in  Ottawa  paid  more  for  their  food  than  people  in  Washing- 
ton, but  people  in  Mexico  City  paid  less.  Food  prices  in  the  five  cap- 
itals of  European  Community  countries,  which  were  included  in 
the  survey,  were  higher  than  food  prices  in  Washington. 

[The  information  follows:] 
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WORK  EFFORT  REQUIRED  TO  PURCHASE  COMMODITIES 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  the  hours  and  minutes  of  work  required  to  purchase  vari- 
ous commodities  in  selected  capitals  in  the  world. 

Mr.  Collins.  I  will  submit  a  table  that  shows  the  work  required 
to  purchase  various  commodities  in  selected  capitals.  Of  the  16  cap- 
itals surveyed,  only  the  people  in  the  capitals  of  Australia  and 
Canada  had  to  work  fewer  hours  to  purchase  the  market  basket 
than  the  people  in  metropolitan  Washington.  At  the  opposite  end, 
people  in  the  capital  of  Mexico  had  to  work  about  4  times  longer 
than  the  people  in  metropolitan  Washington. 

The  June  1992  wage  rate  was  estimated  for  all  countries  using 
an  index  of  wage  rates  published  by  the  International  Monetary 
Fund.  The  reference  year  was  set  to  1991  for  the  capitals  of  Argen- 
tina, Australia,  Brazil,  Canada,  Germany,  Korea,  Japan,  Mexico, 
South  Africa,  and  United  States,  to  1990  France,  Sweden,  and 
United  Kingdom,  to  1989  for  France  and  Switzerland,  to  1987  for 
Italy  and  Spain. 

[The  information  follows:] 
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AGRICULTURAL  EXPORTS  AND  IMPORTS 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  agricultural  exports  and  imports  for  the  last  ten  years  and 
the  forecast  for  calendar  year  1993. 

Mr.  Collins.  I  will  provide  a  table  showing  agricultural  exports 
and  imports  for  the  last  ten  years  and  the  forecasts  for  calendar 
year  1993. 

[The  information  follows:] 

U.S.  AGRICULTURAL  EXPORTS  AND  IMPORTS 

[In  millions  of  dollars] 

Agrlcultur-    A^™"""'" 


1980 41,233 

1981 43,339 

1982 36,627 

1983 36,099 

1984 37,804 

1985 29,041 

1986 - 26,222 

1987 28,709 

1988 .-  37,080 

1989 '. 39,933 

1990 39,363 

1991 39,191 

1992 42,929 

1993  forecast 42,500 

■  Imports  for  consumption.  Customs  value  basis. 
Source.— Economic  Researcti  Service,  USDA. 


17,366 
16,772 
15,389 
16,627 
19,334 
19,986 
21,440 
20,402 
20,954 
21,749 
22,770 
22,719 
24,624 
24,500 


EXPORTS 

Mr.  DuRBiN.  Please  provide  for  the  record  the  latest  figures 
showing  the  share  of  major  crops  exported  for  the  last  ten  years 
and  the  forecast  for  the  1992  marketing  year. 

[The  information  follows:] 

EXPORT  SHARES  OF  PRODUCTION  BY  MAJOR  CROP  ' 

[In  percent] 


Wtieat 


Corn 


Sorghum         Soybeans 


Cotton 


Tobacco 


Crop  year: 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992  forecast 

'  Soybean  exports  include  soybean  meal. 
Source:  Economic  Research  Service,  USDA. 


64 

36 

51 

57 

53 

34 

64 

25 

30 

62 

42 

28 

55 

22 

25 

55 

44 

29 

59 

45 

50 

60 

87 

37 

55 

24 

34 

44 

48 

31 

38 

14 

16 

48 

15 

36 

48 

18 

21 

55 

69 

41 

76 

24 

32 

57 

45 

36 

78 

41 

54 

49 

40 

35 

61 

31 

49 

44 

63 

36 

39 

22 

40 

41 

50 

30 

65 

21 

50 

49 

38 

30 

55 

17 

34 

46 

37 

30 
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CCC  INVENTORIES 

Mr.  DuRBiN.  Please  provide  figures  showing  quantities  of  major 
commodities  of  CCC  inventories  as  of  the  end  of  fiscal  year  1992, 
compared  with  other  selected  periods  of  time  over  the  last  50  years. 

Mr.  CoLUNS.  I  will  submit  a  table  that  shows  the  quantities  of 
various  program  commodities  owned  by  CCC  at  the  end  of  selected 
fiscal  years. 

[The  information  follows:] 

CCC-OWNED  INVENTORIES  OF  MAJOR  COMMODITIES,  SELECTED  YEARS 


Fiscal  year  • 

Commodity  Units 

I  1948         1958         1968         1978         1983         1988         1992 

I 

Crops:  / 

Wheat  M.Bu 33  835  402  50  368  246  151 

Corn do 0  1,028  136  13  1,166  803  91 

Sorghum do 0  312  192  13  176  472  5 

Barley do 0  86  6  0  4  36  6 

Oats do 0  30  45  2  1  3  0 

Soybeans do 0  31  8  0  21  6  0 

Rice  2 M.Cwt N.A.  12  0  11  24  0  0 

Cotton' M.Bales 0  110  10  0 

Dairy: 

Butter M.Ubs N.A.  117  187  235  582  200  518 

Cheese do N.A.  124  61  53  1,131  78  7 

Dried  milk do 6  117  257  676  1,759  20  23 

>  Data  are  not  available  for  years  prior  to  1946. 
2  Rough  Basis. 
=  Upland  only. 

N.A.  =  Not  available. 

Mr.  DuRBiN.  Thank  you. 

Mr.  Peterson? 

Mr.  Peterson.  Thank  you,  Mr.  Chairman. 

NAFTA 

I  really  don't  know  where  to  start.  In  Florida,  the  NAFTA  agree- 
ment right  now  seems  to  be  a  battlefield  in  which  we  lost  the 
battle. 

Everything  that  you  are  talking  about,  the  fruits,  the  vegetables, 
all  of  those  kinds  of  products,  are  just  going  to  be  devastated  in 
Florida.  The  processing,  as  Marcy  was  talking  about,  as  well.  It  is 
going  to  move.  It  is  out.  It  has  gone.  So  we  are  having  regional 
problems  with  this  agreement  far  beyond  its  macro  perspective. 

In  fact,  it  is  my  view,  and  I  would  like  your  comments,  that  we 
have  pawned  out  certain  areas  of  the  country  and /or  their  prod- 
ucts in  order  to  secure  a  better  market  for  some  of  our  more  macro 
products,  i.e.  the  grains. 

Can  you  give  me  a  feel  for  this?  I  just  see  a  disaster  in  the 
making  in  our  region,  in  an  area  where  we  already  have  a  grain 
deficit. 

The  potential  for  transshipment  which  is  a  cause  of  concern.  So, 
having  adequate  enforcement  to  make  sure  we  are  not  bringing  in 
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peanuts  out  of  Argentina  or  elsewhere  through  that  area  with  a 
big  stamp  on  it  saying  "Mexico"  is  a  grave  concern. 

PEANUTS 

Mr.  Collins.  I  can  see  why  you  didn't  know  where  to  start. 
There  are  a  lot  of  issues  there  difficult  to  address.  I  think  we  too 
are  concerned  with  peanuts.  Let  me  start  with  the  last  one. 

In  the  earlier  work  that  we  did  in  the  fall,  we  really  foresaw  no 
problem  with  peanuts,  no  big  increase  in  imports.  In  fact,  there  is 
some  market  in  Mexico  for  U.S.  peanuts. 

The  peanut  industry  has  raised  a  number  of  issues  with  us  that 
we  want  to  take  a  look  at.  It  seems  pretty  clear  we  will  be  provid- 
ing a  tariff  rate  quota  on  peanuts  for  Mexico.  It  would  be  like  them 
taking  advantage  of  the  sugar  quota  that  they  have.  They  would 
have  an  opportunity  to  bring  peanuts  into  the  United  States  at 
$660  a  ton,  which  is  above  the  world  price.  You  would  think  they 
would  take  advantage  of  that. 

The  quota  is  small  for  peanuts.  It  is  only  in  the  order  of — oh,  I 
can't  remember,  but  it  is  like  one-half  of  1  percent  of  our  produc- 
tion. It  is  very  small. 

The  question  will  be  over  a  15-year  period,  will  they  increase  pro- 
duction to  fill  that  quota  as  it  increases  and  is  ultimately  abol- 
ished? Over  the  last  few  years,  peanut  consumption  in  Mexico  has 
risen  faster  than  production.  And  I  think  that  was  one  of  the  fac- 
tors that  led  us  to  believe  that  over  time,  that  we  would  be  able  to 
compete. 

We  of  course  don't  know  what  our  own  peanut  program  will  look 
like  by  the  year  2008,  but  we  have  gone  back  now  and  are  looking 
hard  again  at  a  number  of  commodities  under  NAFTA,  and  pea- 
nuts is  one  of  them.  Sugar  is  another  one,  because  of  these  con- 
cerns about  the  quota  itself  and  the  extent  to  which  Mexico  could 
fulfill  the  quota. 

Going  back  to  your  earlier  point  about  trading  off  one  region  of 
the  country  for  another  region,  I  can't  really  answer  that.  I  don't 
know  what  was  in  the  minds  of  the  negotiators.  But  I  think  the 
end  result  that  was  conceived  was  one  that  was  almost  independ- 
ent of  regional  issues.  It  was  simply '  to  have  a  free  trade  area 
where  there  were  no  border  measures  on  any  commodity.  It  wasn't 
to  pick  out  some  commodities  and  protect  some.  It  wasn't  to  go  for 
free  trade  in  some  but  not  others.  It  was  simply  to  go  for  free  trade 
in  all  of  them. 

The  path  to  that  objective  does  try  to  take  into  account  regional 
differences.  In  particular,  there  are  import  surge  protection  meas- 
ures primarily  for  vegetables.  I  don't  fully  know  to  what  extent 
they  will  be  adequate,  but  what  they  do,  again,  is  use  the  concept 
of  a  tariff  rate  quota,  and  the  original  quota  is  equal  to  import 
levels  from  Mexico  during  the  1989  to  1991  period,  and  then  the 
tariff  that  is  applied  for  any  imports  above,  that  the  tariff  is  the 
lower  of  the  tariff  that  was  in  effect  when  the  agreement  was 
struck  or  the  Most  Favored  Nation  tariff  rate.  And  then  it  is  that 
second  level  tariff  that  gets  phased  out  over  a  15-year  period  for 
these  sensitive  commodities. 
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Fifteen  years  is  a  long  time,  and  it  is  very  hard  for  us  to  know 
for  sure.  We  can  well  be  underestimating  some  of  these  effects.  I 
just  don't  know  for  sure. 

Mr.  Peterson.  I  just  feel  we  have  actually  traded  away  some  of 
our  industries  in  this  process.  We  have  just  taken  an  awfully  big 
gamble.  Either  you  have  to  have  an  incredible  increase  in  con- 
sumption, or  an  incredible  loss  of  production,  or  these  industries, 
they  can't  be  sustained.  That  is  all  there  is  to  it. 

So  what  we  have  here  is  a  circumstance,  at  a  point  in  time  when 
this  country  is  now  dependent.  It  is  going  to  be  dependent  on 
Mexico,  in  this  case,  because  of  the  latitude  lines,  on  fruits  and 
vegetables  and  those  kinds  of  things  that  we  have  been  traditional- 
ly producing  for  ourselves.  And  then  what  is  going  to  become  of 
quality,  what  becomes  of  the  inspection  process  for  pesticides  resi- 
due, et  cetera,  et  cetera,  et  cetera,  and  I  just  don't  know  that  these 
things  have  really  been  sought  out. 

Mr.  CoLUNS.  I  don't  know  either  on  all  of  those  different  issues.  I 
think  that  one  objective  I  will  come  away  from  this  hearing  with  is 
to  take  a  very  hard  look  at  vegetable  processing  industries  in  par- 
ticular. And  I  say  that  because  generally  we  have  conceded  that  we 
are  going  to  increase  our  imports  of  fresh  vegetables  from  Mexico, 
and  that  that  will  be  a  competitive  area  for  U.S.  producers. 

We  have  felt,  though,  since  we  were  very  efficient  in  processing 
and  we  have  been  shipping  around  the  world,  including  to  Mexico, 
recently  processed  vegetables,  that  we  had  some  advantage  there.  I 
am  not  sure. 

I  think  Ms.  Kaptur's  point,  that  if  Mexico  becomes  a  very  large 
fresh  vegetable  producer  it  makes  a  lot  of  sense  that  American 
money,  outside  capital,  will  go  in  and  develop  processing  facilities 
to  process  those  vegetables,  to  freeze  them  and  ship  them  to  the 
United  States.  So  that  is  something  that  we  will  take  a  further 
look  at. 

Mr.  DuRBiN.  Will  my  colleague  yield  for  a  second? 

Mr.  Peterson.  Absolutely. 

CORN  PRODUCTION 

Mr.  DuRBiN.  I  am  following  your  argument  here.  You  had  men- 
tioned earlier  that  50  percent  of  the  farmers  in  Mexico  today  grow 
corn.  There  are  a  lot  of  corn  growers  and  processors  in  the  Midwest 
who  are  jumping  with  glee  over  the  idea  of  NAFTA,  believing  they 
will  ultimately  be  able  to  export  and  in  a  competitive  way  domi- 
nate the  Mexican  market  once  we  get  our  opportunity. 

It  is  15  years  from  now  that  that  is  going  to  happen,  but  consider 
the  dislocation  in  Mexico  if  that  does  occur,  with  50  percent  of 
their  farmers  now  looking  for  something  to  do.  And  I  don't  think 
that  your  fear  is  unfounded  that  they  are  going  to  move  toward 
other  crops  that  might  grow  there.  It  is  still  going  to  be  a  pretty 
strong  rural  economy  under  most  circumstances,  and  that  certainly 
fits  into  your  concern. 

Mr.  Peterson.  I  appreciate  your  comments,  and  I  know  we  can't 
settle  it  here,  but  I  would  ask  you  to  engage  in  a  real  serious  crys- 
tal ball  look  here.  I  know  that  is  more  than  anyone  is  humanly  ca- 
pable of  doing,  but  the  agriculture  community  in  some  of  these 
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States,  and  particularly  Florida,  is  just  about  to  go  under.  At  this 
15-year  mark,  we  haven't  played  our  cards  right.  If  some  of  the 
things,  projections  that  have  been  established  are  wrong,  we  are  in 
serious  trouble. 

ORANGE  MARKET 

Mr.  Collins.  In  particular  the  orange  market  is  now  and  will 
probably  be  a  problem  for  Florida  for  a  number  of  years  to  come. 
Orange  juice  prices  are  at  a  16-year  low  now.  Some  of  that  is  be- 
cause of  big  production  increases  in  Florida,  big  production  in- 
creases in  Brazil.  But  frozen  concentrated  orange  juice  is  another 
commodity  we  think  Mexico  will  do  well  in. 

Mr.  Peterson.  They  are  planting  trees  so  fast  down  there  now 
that  we  can't  compete  from  a  production  standpoint. 

Mr.  Durbin.  Mr.  Pastor? 

credit 

Mr.  Pastor.  One  of  the  concerns  that  I  have  heard  expressed  by 
my  constituents  is  the  credit  crunch,  that  many  can't  get  credit  or 
their  bankers  aren't  extending  the  credit  they  did  before.  Is  this 
just  in  the^  Southwest,  or  is  this  common  throughout  this  Nation? 
And  what  is  it  doing  to  the  agriculture  industry? 

Mr.  Collins.  I  certainly  hear  reports  from  farmers  who  have  a 
problem  getting  credit.  I  think  we  have  looked  at  this  question 
from  an  aggregate  perspective.  Loan  deposit  ratios  in  agricultural 
banks  are  fairly  low  right  now,  so  it  would  suggest  to  us  that  loan- 
able funds  are  there,  and  of  course  interest  rates  that  farmers  are 
paying  for  loans  are  also  low. 

So  the  question  becomes  not  so  much  the  availability  of  loanable 
funds,  because  they  seem  to  be  there,  but  the  lending  practices  of 
the  banks.  And  I  think  that  there  is  adequate  capital  and  good 
farmers  are  getting  access  to  it. 

One  of  the  problems  that  has  arisen  is  in  the  past  if  you  go  back 
into  the  1970s  and  early  1980s,  a  lot  of  lenders  were  willing  to  lend 
on  the  basis  of  farm  asset  values,  and  of  course  the  average  farm  in 
the  United  States  has  assets  about  $400,000,  and  that  provided  an 
ability  to  get  into  the  bank  and  get  some  loanable  funds. 

More  and  more  banks  in  recent  years  have  gone  to  focusing  more 
on  projected  income  stream,  particularly  market  income  stream, 
exclusive  of  government  payments.  That  particularly  in  a  commod- 
ity like  cotton  where  we  see  52  cent  prices  combined  with  low 
yields  in  Arizona.  I  would  see  where  that  would  be  a  problem,  them 
projecting  the  kind  of  cash  flow  to  get  the  kind  of  loan  they  have 
had  in  the  past. 

Mr.  Durbin.  I  have  one  final  question.  You  made  the  point  that 
the  rural  economy  has  rebounded  even  better  and  faster  than  the 
urban  economy  in  this  recession?  Do  you  have  any  thoughts  as  to 
what  the  reasons  are  for  that? 

Mr.  Collins.  The  rural  economy  appears  to  have  rebounded 
faster  than  the  urban  economy,  but  we  do  not  have  sufficient  data 
at  this  time  to  fully  explain  the  differences.  I  will  provide  addition- 
al evidence  of  this  trend  for  the  record. 
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[The  information  follows:] 

Employment  data  from  the  CXirrent  Population  Survey  (CPS)  provide  the  best 
available  evidence  for  a  stonger  rural  recovery.  In  the  fourth  quarter  of  1992  season- 
ally-adjusted rural  employment  was  4.1  percent  above  it  low  p)oint  for  the  1990-91 
recession  (the  third  quarter  of  1991)  and  2.1  percent  above  its  prerecession  level.  By 
contrast,  urban  employment  in  the  fourth  quarter  of  1992  was  just  0.5  percent  above 
its  low  point  and  had  not  r^ained  its  pre-recession  level. 

Stronger  recovery  of  job  growth  in  rural  areas  caused  the  rural  unemployment 
rate  to  dip  below  the  urban  rate  in  1992  for  the  first  time  since  1979.  According  to 
seasonally-adjusted  CPS  data  for  the  fourth  quarte  of  1992,  the  rural  unemployment 
rate  was  6.9  percent,  moderately  lower  than  the  urban  rate  of  7.5  percent.  Nonethe- 
less, the  rural  unemplo3mient  rate  is  still  above  its  prerecession  level  of  5.6  percent 
in  the  first  quarter  of  1990.  Although  these  data  indicate  a  faster  rural  economic 
recovery,  the  full  extent  of  the  rural  rebound  can  not  be  fully  assessed  until  income 
and  production  data  are  available  for  rural  and  urban  areas. 

Although  a  full  explanation  for  the  faster  economic  rebound  of  rural  areas  is  still 
being  developed,  the  industrial  composition  of  the  1990-91  recession  probably  played 
a  key  role.  The  1990-91  recession  was  characterized  by  long-term  retrenchments  in 
financial  services,  nonresidential  constructin,  and  defense — disproportionately 
urban  industrial  sectors.  Although  the  national  economic  recovery  began  in  the 
Spring  of  1991,  these  "down-sizing^'  sectors  appeeir  to  have  beena  significant  drag  on 
economic  activity  in  the  urban  areas  where  they  are  most  concentrated,  particularly 
urban  areas  in  the  Northeast  and  Southern  California.  By  contrast,  sectors  with 
stronger  rural  orientatins  fared  better.  For  example,  employment  grew  in  nondura- 
ble manufacturing  and  farmincome  has  been  quite  strong. 

The  faster  reboun  of  rural  than  of  urban  emplo5rment  in  1992  contrasts  with  the 
recovery  following  the  1981-82  recession,  when  rural  areas  lagged  urban  areas. 
Manufacturing,  mining,  and  agricultvire — all  sectors  that  are  more  concentrated  in 
rural  than  in  urban  areas — ^were  especially  hard  hit  by  the  1980-82  recession.  In 
contrast,  service  industries — ^which  are  more  concentrated  in  urban  areas — contin- 
ued to  add  jobs. 

Mr.  DuRBiN.  Thank  you  very  much.  Your  testimony  was  excel- 
lent. I  thank  your  colleagues  for  joining  you.  We  look  forward  to 
working  with  you. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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STATEMEMT  OF 

KEITH  COLLINS 

ACTIMO  ASSISTANT  SECRETARY  FOR  ECONOMICS 

0.8.  DEPARTMENT  OF  AGRICULTURE 

BEFORE 

THE  HOUSE  APPROPRIATIONS  SUBCOMMITTEE  ON 

RURAL  DEVELOPMENT,  AGRICULTURE  AND  RELATED  AGENCIES 

February  16,  1993 

Mr.  Chainnan  and  members  of  the  Subcommittee,  I  welcome  the 
opportunity  to  discuss  the  outlook  for  U.S.  agriculture  and  rural 
America  for  the  coming  year.   I  will  submit  for  the  record  a 
detailed  statistical  appendix  and  use  this  testimony  to  summarize 
the  outlook. 
Aoricultura  «nd  the  Ecobo«y 

The  economic  activity  in  U.S.  agriculture  has  effects  that 
are  magnified  throughout  the  National  economy.   Our  economic 
research  program  tracks  this  activity,  and  related  issues,  from 
the  input  industries,  such  as  agricultural  chemicals,  through  to 
food  processing  and  retailing.   It  is  well  known  that  faming 
itself  is  a  fairly  small  part  of  the  national  economy.   The  Gross 
Domestic  Product  (GDP)  originating  on  farms  accounts  for  less 
than  2  percent  of  the  U.S.  GDP,  and  farm  sector  employment  is 
about  2  percent  of  total  employment.   In  fact,  farm  debt,  farm 
investment,  farm  program  costs  and  farm  population  are  all  less 
than  2  percent  of  their  national  totals.   But,  these  statistics 
tell  only  a  narrow  part  of  agriculture's  economic  story.   Let  me 
start  with  a  more  complete  picture. 

•  The  GDP  of  the  entire  food  and  fiber  system — which 
includes  farm  input,  farm  production,  and  food  processing  and 
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2 
distribution  activities — is  over  $850  billion  per  year  or 
16  percent  of  the  U.S.  GDP. 

•  Employment  in  the  food  and  fiber  system  is  21  million 
jobs,  17  percent  of  U.S.  employment. 

•  Agricultural  exports  of  $42  billion  annually  account  for 
about  12  percent  of  total  U.S.  exports,  and  agriculture  is  the 
single  largest  positive  contributor  to  the  net  trade  balance. 
Farm  exports  alone  generate  900,000  jobs  on  the  farm  and  in 
related  industries. 

•  Consumer  spending  on  food  exceeds  $600  billion  per  year, 
over  one-sixth  of  total  U.S.  personal  consumption  expenditures. 

•  Farm  income  accounts  for  over  25  percent  of  the  total 
income  in  nearly  450  rural  counties,  and  farm  employment  is  over 
25  percent  of  total  employment  in  380  rural  counties. 

Farming  is  part  of  a  complex  web  of  economic  activity  and 
farm  economic  changes  can  be  widely  distributed. 
Outloolc  ovrview 

The  economic  situation  for  U.S.  agriculture  is  generally 
sound,  although  there  are  etreas  of  concern  in  the  near-term 
outlook.   The  state  of  the  rural  economy  is  mixed,  with  job 
growth  improving,  but  slowly,  and  the  long-term  problem  of  low 
incomes  persisting.   Economic  growth  has  picked  up  since  last 
summer,  but  U.S.  unemployment  remains  above  7  percent. 
Participation  in  domestic  food  assistance  programs  remains  high, 
and  the  rural  poverty  rate  continues  to  exceed  the  urban  rate. 

Looking  ahead  through  1993,  macroeconomic  conditions  are 
expected  to  improve  with  real  Gross  Domestic  Product  (GDP)  growth 
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exceeding  1992 's  2.1  percent.   Continued  low  inflation  and 
interest  rates  will  benefit  agriculture  and  rural  America.   Food 
price  increases  are  expected  to  be  moderate  and  consistent  with 
overall  inflation.   The  President's  economic  stimulus  package  is 
expected  to  help  cement  some  of  the  recent  general  economic 
gains.   The  package  is  expected  to  include  enough  of  a  fiscal 
stimulus  to  boost  investment  and  raise  consumer  confidence  but 
not  overheat  the  economy. 

Several  foreign  developments  pose  a  risk  to  the  U.S. 
recovery  and  expanding  farm  exports.   Key  foreign  markets, 
notably  Japan,  and  countries  in  western  Europe,  are  ngw  deep  in 
economic  slowdowns.   The  Newly  Independent  States  of  the  Former 
Soviet  Union  (FSU)  face  excessive  inflation,  negative  economic 
growth,  and  serious  debt  repayment  problems.   In  Eastern  Europe 
growth  continues  negative  during  the  difficult  transitions  to 
market-based  economies. 

The  developing  economies  will  offer  a  contrast  in  1993  with 
their  economic  growth  expected  to  be  5-6  percent,  up  from  1992 's 
estimated  4.6  percent.   Economies  in  the  Pacific  Rim  countries, 
the  Middle  East,  and  Latin  America,  particularly  Mexico,  are 
expected  to  accelerate.   Implementation  of  NAFTA  would  stimulate 
beneficial  increases  in  regional  trade,  although  modestly  at 
first.   For  the  longer  term,  success  in  the  Uruguay  Round  would 
lead  to  more  substantial  benefits  for  agriculture  and  other 
sectors  from  more  open  global  trade. 

For  1992/93,  U.S.  agricultural  exports  are  expected  to  be 
$41.5  billion,  slightly  below  last  year's  $42.4  billion,  which 
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was  the  second  highest  ever.   Lower  grain  and  cotton  prices  are 
expected  to  reduce  the  export  value  of  these  crops.   The 
agricultural  trade  balance  is  expected  to  be  a  surplus  of 
$17.5  billion  this  yeeu:. 

With  some  exceptions,  U.S.  weather  was  particularly 
favorable  for  agriculture  last  year,  leading  to  record  yields  for 
a  number  of  crops.   After  6  years  of  drought,  this  winter's 
precipitation  has  rebuilt  reservoir  levels  in  California.   This 
year's  winter  grain  crops,  are  about  to  come  out  of  dormancy  in 
favorable  condition. 

Overall  crop  production  was  up  10  percent  in  1992-  due  to  the 
excellent  weather,  resulting  in  record  corn,  soybean,  grain 
sorghum,  barley,  and  oat  yields.   Despite  rising  total  demand, 
the  greater  production  is  lowering  prices  of  several  crops  and 
raising  Commodity  Credit  Corporation  (CCC)  outlays  for  1992/93. 

In  the  livestock  sector,  total  meat  and  poultry  production 
grew  4%  percent  in  1992.   Production  is  expected  to  be  up 
3  percent  in  1993,  but  with  a  stronger  economy,  livestock  prices 
are  expected  to  remain  near  last  year's  averages.   Lower  feed 
prices  will  help  maintain  profitability.   Milk  prices  have  been 
declining  for  several  months  and  are  expected  to  average  lower  in 
1992/93. 

Net  cash  farm  income  is  expected  to  remain  at  about  the 
1990-92  average  level.   Net  farm  income,  which  includes  cash  and 
noncash  income  and  expenses  and  adjusts  for  inventory  changes,  is 
expected  to  decline  from  1992 's  high  level  that  reflected  an 
inventory  accumulation  due  to  the  large  harvests.   The  farm 


303 


5 
sector  balance  sheet  is  much  improved  from  the  mid-1980 's  and 
will  likely  show  growth  in  both  farm  assets  and  debts  during 
1993.   Farm  sector  assets  are  concentrated  in  real  estate  where  a 
gradual  upward  trend  in  farmland  values  is  expected  to  continue. 
No  change  is  anticipated  in  the  debt-asset  ratio,  which  has  been 
stable  in  the  range  of  16-17  percent  since  1989. 
ComnoditY  Outloolc 
Grains 

Led  by  sharp  increases  in  the  United  States  and  the  FSU, 
world  wheat  and  coarse  grain  production  rebounded  strongly  in 
1992/93  and  is  close  to  the  1990/91  record  high.   In  the  United 
States,  record  corn,  grain  sorghum,  barley,  and  oat  yields  and 
near-record  wheat  yields  pushed  U.S.  grain  output  up  26  percent. 
Grain  production  in  the  FSU  increased  20  percent  but  was  still 
below  pre-1991  levels.   These  gains  are  offsetting  a  large 
decline  in  European  production. 

Global  wheat  and  coarse  grain  consumption  is  expected  to  be 
record  high  but  nearly  a  3 0-mi 11 ion-ton  increase  in  global 
carryover  stocks  is  expected,  with  the  U.S.  accounting  for  all  of 
the  increase.   World  exports  are  expected  to  decline  about 
5  percent,  aainly  due  to  reduced  imports  in  the  FSU  and  China. 
Excluding  these  countries,  imports  are  up. 

Wheat.   World  wheat  production  is  up  2.5  percent  in  1992/93 
and  use  is  down.   Global  stocks  are  expected  to  rise  to  their 
highest  level  in  4  years.   With  more  production  and  weaker  use, 
global  wheat  exports  are  forecast  down  5  percent  in  1992/93,  but 
U.S.  exports  are  expected  to  rise  4  percent. 
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The  U.S.  market  share  is  about  36  percent,  up  four 
percentage  points  from  last  year.   Larger  demand  in  India,  North 
Africa,  and  other  countries  is  offsetting  reduced  demand  in  China 
and  the  FSU.   With  the  exception  of  the  European  Community  (EC) , 
wheat  exports  are  lower  from  our  major  export  competitors. 
Moreover,  quality  problems  in  Canada  and  aggressive  use  of  the 
Export  Enhancement  Program  (EEP)  are  adding  to  U.S.  export 
growth. 

With  strong  exports,  U.S.  ending  stocks  are  expected  to 
remain  around  500  million  bushels  for  1992/93,  leaving  the 
stocks-to-use  ratio  about  20  percent,  an  unusually  low  level. 
Reflecting  this,  farm  wheat  prices  during  the  first  7  months  of 
1992/93  have  averaged  35  cents  per  bushel  above  a  year  earlier. 
An  uncertainty  in  the  outlook  is  the  FSU;  without  a  fairly  quick 
resumption  of  U.S.  exports  to  that  region,  exports  would  be  lower 
and  carryover  stocks  higher. 

For  1993/94,  the  wheat  Acreage  Reduction  Program  (ARP)  is 
0  percent,  down  from  5  percent  this  season.   Even  so,  reported 
winter  wheat  seedings  are  up  only  1  percent.   Production  may  be 
close  to  this  year's  level  and  higher  stocks  and  lower  prices  are 
anticipated. 

Coarse  Grain.   Global  coarse  grain  production  rose  over 
5  percent  in  1992/93  on  the  strength  of  the  record  U.S.  corn 
crop.   Foreign  production  fell  3  percent  while  U.S.  production 
increased  27  percent.   World  use  is  expected  to  increase  this 
season  but  only  by  about  half  of  the  increase  in  production,  thus 
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leading  to  increased  carryover  stocks,  with  the  U.S.  holding  most 
of  the  stock  increase. 

World  coarse  grain  trade  will  be  down,  but  with  foreign 
exports  also  down,  U.S.  exports  will  be  up  nearly  4  percent. 
This  will  raise  the  U.S.  share  of  world  coarse  grain  trade  to 
57  percent,  compared  with  53  percent  in  1991/92. 

Despite  larger  exports  and  a  projected  10-million-ton 
increase  in  domestic  feed  use,  U.S.  coarse  grain  stocks  will 
nearly  double  during  1992/93.   Ending  stocks  of  corn  are 
projected  at  2.2  billion  bushels,  double  the  carryin  level,  and 
the  forecast  stocks-to-use  ratio  is  27  percent.   This  is  a  large 
1-year  increase,  but  the  ratio  is  still  below  the  previous 
10-year  average. 

Record  production  with  only  moderate  demand  growth  means 
lower  prices  and  higher  government  payments  for  corn  in  1992/93. 
Corn  is  forecast  to  average  $1.90-$2.20  per  bushel  for  the 
season,  compared  with  $2.37  in  1991/92.   For  1993/94,  the  corn 
ARP  is  10  percent,  up  from  5  percent  last  year.   The  higher  ARP 
and  lower  prices  suggest  a  moderate  drop  in  corn  plantings  in 
1993.   Stocks  will  likely  be  reduced  and  prices  may  average  a 
little  highar. 

Eicg.   Despite  a  record  large  global  rice  crop  in  1992/93, 
global  use  is  forecast  to  exceed  production  for  the  second 
consecutive  year.   However,  large  crops  in  Asia  will  likely  keep 
global  imports  in  calendar  1993  below  1992.   Furthermore,  large 
exportable  supplies  among  the  major  exporters,  including  the 
United  States,  will  likely  mean  U.S.  prices  below  a  year  ago. 
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Competition  for  export  markets  will  be  keen  among  the  major 
traders,  including  Thailand,  Vietnam,  and  the  United  States. 

U.S.  production  is  at  a  near-record  level  in  1992/93, 
14  percent  above  1991/92,  boosting  U.S.  supplies  to  the  second 
highest  on  record.   Much  of  the  production  increase  is  due  to 
higher  planted  area  following  a  reduction  in  the  ARP  to  0  percent 
from  5  percent  in  1991.   Lower  prices  are  expected  to  keep  U.S. 
rice  more  competitive  in  global  markets,  with  U.S.  rice  exports 
forecast  to  increase  by  14  percent.   The  U.S.  season-average 
price  is  expected  to  be  one-fifth  below  the  $7.58  per 
hundredweight  average  of  1991/92. 

For  1993,  lower  rice  prices  and  a  5  percent  ARP,  up  from 
0  percent  in  1992,  are  expected  to  reduce  rice  plantings. 
Carryover  stocks  are  likely  to  decline  and  prices  rise 
moderately. 
Oilseeds 

World  oilseed  production  is  forecast  up  slightly  to  a  record 
high  in  1992/93  on  the  strength  of  a  near-record  U.S.  soybean 
crop  and  expected  larger  South  American  soybean  production.   EC 
oilseed  production  is  do%m  about  1  million  tons.   In  the  United 
States,  exceptionally  favorable  weather  and  concentration  of 
acreage  in  higher  yielding  regions  resulted  in  a  record 
37.6  bushel/acre  soybean  yield  in  1992,  and  a  crop  second  in  size 
only  to  1979/80  when  71  million  acres  were  planted.   Production 
of  cottonseed,  peanuts,  and  flaxseed  decreased,  and  except  for 
saf flower,  production  of  minor  oilseeds  was  lower. 
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Only  small  increases  are  expected  in  global  use  of  protein 
meals  and  vegetable  oils  in  1992/93.   Growth  is  slowed  by 
consumption  declines  in  Eastern  Europe  and  the  FSU.   Despite  the 
modest  growth  in  global  use,  U.S.  soybean  exports  for  the  1992/93 
season  are  forecast  at  20.3  million  tons,  up  9  percent  from 
1991/92.   The  U.S.  share  of  world  soybean  and  soybean  meal  trade 
is  expected  to  reach  42  percent,  compared  with  41  percent  last 
year  and  36  percent  2  years  ago.   Reduced  world  supplies  of  other 
oilseeds  have  provided  a  lift  to  world  soybean  use  and  U.S. 
soybean  exports.   Soybeans  have  been  more  attractive  than  soybean 
meal  to  importers  because  of  improved  vegetable  oil  prices  and 
crusher  margins,  particularly  in  Western  Europe.   The  U.S.  share 
of  world  soybean  exports  is  rising  while  the  share  of  soybean 
meal  exports  is  expected  to  slip  slightly. 

With  the  large  U.S.  crop  in  1992,  the  season-average  price 
for  soybeans  is  forecast  to  average  5-20  cents  per  bushel  below 
the  $5.60  a  bushel  during  1991/92.   Soybean  prices  received  some 
price  support  from  generally  tighter  world  vegetable  oil  markets 
and  limited  South  American  supplies  last  fall.  A  record  domestic 
crush,  driven  by  domestic  meal  demand,  has  also  supported  prices. 
Soybean  ending  stocks  are  expected  to  rise  to  355  million 
bushels,  compared  with  carryin  stocks  of  278  million  bushels.   In 
1993,  a  return  to  average  yields  would  mean  lower  production  and 
stocks  and  slightly  higher  season-average  prices. 
Cotton 

World  cotton  supply  and  demand  developments  during  the  early 
1990 's  have  been  highlighted  by  volatile  production,  but  rather 
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stable  consumption  and  trade.   In  1991/92,  record  output  of 
96  million  bales  exceeded  use  by  11  million,  boosting  global 
stocks  to  a  5-year  high.   However,  this  season  production  and  use 
at  nearly  86  million  bales  are  in  close  balance.   But,  global 
stocks  remain  relatively  high  at  slightly  more  than  40  million 
bales,  keeping  prices  under  downward  pressure. 

The  1992/93  U.S.  cotton  outlook  features  a  smaller  crop,  a 
little  less  use,  and  a  moderate  buildup  in  stocks.   Despite  a 
near-record  yield,  weather-reduced  harvested  acreage  cut 
production  8  percent  to  16.3  million  bales.   While  total  use  is 
estimated  down  a  little,  reflecting  smaller  exports,  domestic 
demand  continues  strong  and  mill  use  is  rising  slightly  to  an 
estimated  9.7  million  bales,  the  highest  level  since  the  1950' s. 

Despite  projected  U.S.  stocks  below  the  1990  Farm  Bill 
target  level,  preliminary  farm-level  U.S.  prices  for  January 
averaged  only  52.5  cents  per  pound,  about  equal  to  the  loan  rate 
and  near  the  level  of  a  year  earlier.   The  low  prices  are 
generating  record  high  deficiency  and  marketing  loan  payments  for 
cotton  producers. 

In  1993/94,  both  production  and  use  are  expected  to  be 
larger.   The  ARP  is  down  slightly  from  10  percent  to  7.5  percent. 
Domestic  us*  is  likely  to  increase  and  exports  may  recover  from 
this  season's  reduced  level.   Economic  recovery  in  Eastern  Europe 
and  the  FSU  and  continuing  production  problems  in  China  could 
strengthen  the  U.S.  export  potential  in  the  coming  year. 
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Fruits.  Va«tmbl«8  and  Other  Crops 

The  far»  value  of  fruits,  nuts,  and  vegetables  was 
$21  billion  in  1992,  up  about  2  percent  from  the  previous  year, 
and  nearly  one-fourth  of  the  total  U.S.  crop  value.   Higher  farm 
values  of  potato  and  grape  production  were  major  contributors  to 
the  value  increase.   However,  a  record  apple  crop  in  1992  has 
lowered  producer  returns  and  a  25-percent  increase  in  the  1992/93 
citrus  crop  has  caused  a  sharp  downturn  in  prices.   Higher  prices 
for  fresh  market  tomatoes  in  1992  contrasted  with  much  lower 
prices  received  for  processing  tomatoes. 

U.S.  exports  of  horticultural  products  hit  a  record 
$6.8  billion  in  fiscal  year  1992,  up  14  percent  from  the  prior 
year.   Exports  are  likely  to  increase  more  slowly  this  year 
because  of  slow  economic  growth  in  Canada,  Japan,  and  Western 
Europe. 

U.S.  sugar  production  is  forecast  at  a  record  7.6  million 
short  tons,  raw  value,  in  fiscal  year  1993,  up  4.4  percent  from 
last  year.   Domestic  sugar  use  is  expected  to  rise  about 
1.5  percent  to  a  little  over  9  million  short  tons.   Imports  under 
quota  continue  to  trend  down,  declining  from  1.5  million  tons 
last  year  to  about  1.3  million  tons,  near  the  trigger  for 
marketing  allotments. 

The  U.S.  tobacco  crop  was  up  1  percent  in  1992,  and  1992/93 
beginning  stocks  also  were  up.   Receipts  were  a  record  high 
$3  billion.   In  1993,  reduced  marketing  quotas  are  likely  to 
lower  production  and  receipts. 
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The  greenhouse  and  nursery  industry  continues  to  expand. 
Grower  receipts  are  estimated  at  $8.8  billion  in  1992,  up 

5  percent  from  the  previous  year.   More  robust  growth  is  forecast 
for  1993. 

Livestock  and  PoultrY 

Total  U.S.  livestock  and  poultry  production  is  expected  to 
increase  about  3  percent  in  1993,  following  an  increase  of  around 
4%  percent  in  1992.   Pork  production  is  expected  to  be  up 
4  percent;  poultry,  3  percent;  and  beef,  up  almost  2  percent. 
Lower  feed  grain  and  soybean  prices  will  help  maintain  sector 
profitability  in  the  face  of  stable-to-lower  livestock  and 
poultry  prices. 

Favorable  returns  for  cow-calf  operators  and  ample  forage 
are  stimulating  a  mild  expansion  in  the  cattle  inventory.   The 
expansion  will  boost  feeder  cattle  supplies  and  support  higher 
levels  of  beef  output.   Cattle  on  feed  on  January  1  was  the 
highest  level  since  1979.   A  stronger  economy  in  1993  is  expected 
to  help  offset  the  effect  of  larger  beef  supplies,  and  cattle 
prices  this  year  are  expected  average  near  the  1992  level. 

The  expansion  in  pork  supplies  will  place  further  pressure 
on  hog  prictts.   In  1992,  hog  prices  fell  about  13  percent  from 
the  1991  average.   Barrow  and  gilt  prices  for  1993  are  forecast 
to  decline  slightly  from  the  1992  average  of  $43  per 
hundredweight . 

Broiler  production  set  a  record  in  1992,  increasing 

6  percent  to  nearly  21  billion  pounds.   However,  large  competing 
meat  supplies  in  1993  are  expected  to  slow  expansion.   Broiler 
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prices  in  1992  averaged  52.6  cents  a  pound;  little  change  is 
anticipated  for  1993. 

Egg  production  is  expected  to  remain  about  unchanged  in 
1993,  after  rising  about  2  percent  in  1992.   Egg  prices  are 
forecast  to  increase  in  1993  as  pressure  from  the  larger  output 
eases. 

Per  capita  consumption  of  red  meat  and  poultry  increased  to 
208.6  pounds  (retail  weight)  in  1992  and  is  forecast  to  increase 
about  2  percent  in  1993.   Exports  were  up  sharply  in  1992  and  the 
strongest  markets  were  southeast  Asia  and  Mexico.   Slower  export 
growth  is  expected  this  year. 
Dairy 

U.S.  milk  production  in  1991/92  was  up  2  percent,  largely 
because  of  higher  prices  and  strong  increases  in  milk  produced 
per  cow,  particularly  during  the  cooler  than  normal  summer 
months.   Commercial  use  of  dairy  products  increased  about 
2  percent.   During  1992/93,  milk  production  is  expected  to  rise 
about  1  percent  and  commercial  use,  another  2  percent. 

CCC  net  removals  (milk  equivalent,  milkfat  basis)  of  dairy 
products  under  the  price  support  program  are  forecast  to  decrease 
to  around  8  billion  pounds  in  1993  compared  with  10.1  billion 
pounds  in  1992.   Purchases  on  a  skim  solids  basis  are  expected  to 
increase  slightly. 

The  all-milk  price  in  1992/93  is  expected  to  average 
$12.10-$12.80  per  hundredweight,  compared  with  $13.26  in  1991/92. 
Prices  likely  will  be  below  the  1992  level  through  the  summer 
before  strengthening  later  in  the  year.   Large  exports  under  the 
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Dairy  Export  Incentive  Program  are  expected  to  tighten  markets 
during  the  y«ar,  helping  to  boost  prices. 
Feed  Pric«« 

The  Consumer  Price  Index  (CPI)  for  food  rose  just 
1.2  percent  in  1992,  compared  with  the  3.0  percent  increase  in 
the  CPI  for  all  items.   Improvement  in  the  general  economy  will 
likely  add  to  consvimer  demand  for  food,  causing  some  upward 
pressure  on  prices.   And,  general  increases  in  processing  and 
distribution  costs  will  push  retail  food  prices  higher.   The 
current  forecast  is  for  a  2-4  percent  rise  in  the  CPI  for  food 
during  1993. 

Larger  supplies  and  lower  feed  costs  should  hold  down  retail 
prices  for  meat  and  poultry.   After  two  years  of  declines,  egg 
prices  will  likely  increase.   After  falling  0.3  percent  in  1992, 
fruit  and  vegetable  prices  are  expected  to  rise  1-2  percent.   The 
largest  increases  are  expected  in  cereals  and  bakery  products,  up 
3.5-4.5  percent  and  other  prepared  foods,  up  3-4  percent. 
Fara  Incoae  and  Finance 

Estimated  net  cash  farm  income  for  1992  is  $60  billion,  up 
$2  billion  from  1991.   Net  cash  farm  income  moved  above 
$50  billion  in  1987  and  has  plateaued  during  1988-92  but  at  a 
record  $58-61  billion.   Underlying  this  income  level  has  been 
relatively  stable  cash  receipts,  production  expenses,  and 
government  payments. 

Net  cash  income  for  1993  is  projected  to  be  between  $58  and 
$64  billion.   The  upper  end  of  the  range  reflects  potentially 
larger  crop  and  livestock  receipts  and  expected  larger  government 
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payments  that  will  increase  gross  cash  income,  and  offset  a 
moderate  increase  in  cash  expenses. 

Estimated  net  farm  income  for  1992  is  $51  billion,  up  over 
$6  billion  from  1991,  mainly  due  to  a  large  increase  in  the  value 
of  crop  inventories.   Net  farm  income  is  an  estimate  of  the 
production  value  in  U.S.  agriculture  and  is  used  in  the  National 
Income  and  Product  Accounts.   In  1993,  net  farm  income  is 
expected  to  decline  to  $42-$48  billion. 

Agriculture's  general  financial  position  reflects  the 
overall  income  trends.   Total  farm  asset  values  and  farm  debt 
have  changed  little  since  1990,  but  remain  much  improved  from  the 
mid-1980' s.   During  the  1980's,  income  and  particularly  asset 
values  fell  sharply,  leaving  farmers  with  large  debt  burdens 
relative  to  the  assets  and  to  the  cash  available  to  service  debt. 
At  the  peak  of  the  mid-1980 's  financial  crisis,  USDA  estimated 
that  over  10  percent  of  all  farm  businesses  were  vulnerable  to 
bankruptcy;  their  incomes  were  below  expenses  and  their  debt- 
asset  ratios  exceeded  40  percent. 

Using  this  measure,  recent  estimates  show  less  than 
5  percent  of  farms  are  now  vulnerable,  half  the  level  of  the 
mid-1980'8.  However,  the  percentage  of  marginal  income  farms — 
those  with  negative  cash  incomes  but  debt-asset  ratios  below 
40  percent — account  for  47  percent  of  all  farms  and  17  percent  of 
farms  having  gross  annual  sales  equal  to  or  greater  than  $40,000. 
Farm  ProcrraM  Developaents 

CCC  outlays  on  price  and  income  support  programs  in  fiscal 
year  1993  are  projected  at  $17.1  billion,  over  $7  billion  above 
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fiscal  year  1992.   The  increase  reflects  higher  percentages  paid 
for  advance  deficiency  payments;  lower  feed  grain  and  cotton 
prices,  hence  higher  deficiency  payroents  and  loan  outlays;  and 
higher  subsidy  costs  for  export  programs.   The  higher  payments  to 
farmers  in  1993  are  helping  to  maintain  net  cash  farm  income  at 
the  levels  of  recent  years. 

Farm  program  outlays  are  expected  to  decline  sharply  in 
fiscal  year  1994,  with  feed  grain  loan  program  outlays  declining 
and  no  disaster  payments  projected. 

Acreage  planted  to  principal  crops  is  expected  to  decline 
slightly  in  1993  as  somewhat  more  acres  are  likely  to  be  idled 
under  farm  programs.   About  58  million  acres  are  expected  to  be 
set  aside  or  reduced  under  farm  programs  in  1993,  compared  with 
54  million  during  1992.   More  acres  are  expected  in  the 
0-92  provision  and  more  acres  will  be  idled  under  the  feed  grain 
program.   The  Conservation  Reserve  Program  is  expected  to  account 
for  over  36  million  of  the  58  million  idled  acres. 
ConclusioB 

Commodity  production  and  use  have  generally  been  near 
balance  in  the  1990's.   In  1992/93  stocks  have  started  to  build 
for  corn,  rice,  and  to  a  lesser  extent,  cotton.   Reflecting  the 
increased  supplies,  prices  of  these  crops  have  declined.   Meat 
production  has  been  record  high,  and  livestock  prices,  with  the 
exception  of  hogs  and  sheep,  have  been  firm.   The  situation  for 
horticultural  crops  has  been  variable  depending  on  the  crop,  but 
overall  production  value  is  up  and  exports  are  growing. 
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The  value  of  total  agricultural  exports  is  near  record  high, 
but  the  FSD  remains  an  uncertain  buyer  and  developed  country 
economic  grovrth  is  weak.   High-value  and  processed  product 
exports  continue  to  show  strength.   In  the  longer  term,  the  North 
American  Free  Trade  Agreement  (NAFTA)  will  create  export 
opportunities  in  Mexico  for  U.S.  producers.   After  full 
implementation,  studies  show  that  NAFTA  would  boost  annual  U.S. 
agricultural  exports  by  $2  billion.   A  Uruguay  Round  agreement 
based  on  the  Dunkel  Text  and  the  U.S. -EC  agreement  reached  in 
November  could  increase  annual  U.S.  farm  exports  by  $4  billion 
per  year  after  full  implementation.   Unresolved  issues  have 
prevented  completion  of  an  agreement. 

Viewed  against  historical  measures,  farm  income  remains 
strong  and  steady,  while  asset  values  and  equity  have  stabilized. 
Food  price  increases  are  likely  to  continue  to  be  moderate, 
helping  to  slow  increases  in  both  the  overall  cost  of  living  and 
the  cost  of  our  food  assistance  programs.   Slow  rural  economic 
growth  remains  a  continuing  problem.   Another  concern  is  the  rise 
in  commodity  progreun  costs,  but  a  decline  is  expected  next  year. 

Mr.  Chaiman,  that  completes  my  statement.   I  would  be 
pleased  to  address  any  questions  you  or  the  other  members  might 
have. 
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OVERVIEW  OF  1993  PROSPECTS 

*  The  farm  economy  performed  well  In  1992,  continuing  several  years  of  high 
farm  income  and  a  healthy  financial  balance  sheet  for  the  farm  sector. 
Prospects  favor  another  good  year  for  farmers  in  1993.   Consumers  benefited 
last  year  from  ample  food  supplies  and  the  smallest  rise  in  food  prices  in 
years.   For  1993,  abundant  supplies  will  temper  retail  food  price  gains,  even 
as  a  stronger  economy  raises  demand. 

*  Production  of  both  crops  and  livestock  increased  substantially  in  1992, 
while  growing  domestic  and  foreign  demand  and  tight  stocks  helped  support  farm 
prices,  boosting  cash  receipts.   Total  farm  production  expenses  declined,  and 
net  cash  income  increased  by  4  percent  to  about  $60  billion.   Net  farm  income, 
which  includes  the  value  of  farmers'  inventories,  bounced  back,  close  to  the 
1990  high  of  $51  billion. 

*  Livestock  production  in  1993  will  top  last  year's  record.   Crop  production 
could  be  tempered  if  yields  drop  back  to  more  normal  levels.   Consumption  of 
farm  products  will  continue  to  show  healthy  growth  as  U.S.  and  foreign 
economies  expand  at  a  faster  pace.   This  will  temper  farm  price  declines  in 
the  face  of  large  supplies.   Farmers'  cash  receipts  will  remain  near  the 
record  1992  level.   Government  payments  will  increase  with  large  deficiency 
payments  and  disaster  payments  authorized  in  1992.   Production  expenses  are 
expected  to  grow  by  1  to  2  percent,  leaving  net  cash  income  of  $58  to  $64 
billion- -close  to  last  year's  high  level.   Net  farm  income  is  expected  to 
decline  to  a  range  of  $42  to  $48  billion  as  farmers  sell  off  crops  carried 
over  from  1992. 

*  High  incomes  in  recent  years  have  helped  farmers  secure  their  financial 
position  by  reducing  debt.   Assets  are  increasing  slowly.   During  1993,  farm 
debt,  assets  and  equity  all  are  forecast  to  increase  by  about  1  percent.   The 
number  of  farms  in  financial  distress  remains  quite  low  in  comparison  to  the 
difficult  years  of  the  mid-1980's. 

*  U.S.  economic  growth  is  expected  to  pick  up  to  about  3  percent  in  1993 
from  2.1  percent  last  year.   Relatively  high  unemployment  and  low  industrial 
capacity  use  should  temper  inflation  despite  stronger  growth.   A  modest 
improvement  in  global  economic  growth  and  population  growth  will  keep 
international  demand  for  U.S.  farm  products  strong. 

*  Retail  food  price  are  forecast  to  rise  2  to  4  percent  In  1993  following  a 
1 -percent  increase  last  year.   Stronger  consumer  demand  is  likely  as  incomes 
rise  and  economic  growth  picks  up.   Abundant  supplies  of  crop  foods,  livestock 
products  and  fruit  are  likely  to  hold  the  farm  value  of  foods  stable.   Low 
inflation  will  keep  down  costs  in  food  processing  and  retailing. 

*  U.S.  agricultural  exports  are  forecast  at  $41.5  billion  for  fiscal  year 
1993,  $800  million  below  the  previous  year  but  the  third  highest  ever.   Export 
volume  is  expected  to  hold  steady,  but  lower  prices  are  reducing  total  export 
value.   Exports  of  high-value  products  will  surpass  bulk  export  value  for  the 
third  year  running.   Stronger  economic  growth  abroad  will  stimulate  high-value 
exports . 
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*  U.S.  meat  and  poultry  production  will  rise  about  3  percent  in  1993, 
following  a  4-percent  gain  last  year.   A  stronger  economy  will  boost  retail 
demand.   Producer  prices  and  retail  meat  prices  in  1993  are  expected  to  drop  a 
little  from  1992  levels. 

*  Beef  production  is  likely  to  show  modest  growth,  with  higher  cattle 
numbers  and  relatively  low  feed  prices.   Pork  output,  which  shot  up  8  percent 
in  1992,  is  expanding  further,  despite  a  squeeze  on  returns  last  year. 
Poultry  output  also  is  rising,  but  more  slowly  than  in  1992. 

*  U.S.  milk  production  is  likely  to  hold  steady  in  1993  after  rising  nearly 
2  1/2  percent  last  year.   Higher  output  per  cow  is  likely  to  offset  a  modest 
decline  in  cow  numbers.    For  1993,  milk  prices  are  forecast  to  drop  by  50 
cents  per  cwt.   Milk  use  is  being  supported  by  a  stronger  economy  and  large 
exports  under  the  Dairy  Export  Incentive  Program. 

*  Crop  production  in  1993  is  unlikely  to  match  the  high  level  of  1992. 
Acreage  may  drop  in  response  to  lower  feed  grain  and  soybean  prices ,  and 
yields  could  recede  closer  to  trend  levels.   Winter  wheat  plantings  were  1 
percent  above  the  1991  level  as  late  harvest  of  crops  in  the  South  limited 
double  cropping  of  wheat.   Soil  moisture  for  spring  planting  is  the  best  in 
years  east  of  the  Rockies.   The  drought  in  the  West  is  easing,  but  more 
precipitation  is  still  needed  to  fully  end  it. 

*  U.S.  wheat  production  was  up  24  percent  in  1992  as  yields  rose,  but  total 
wheat  supplies  for  1992/93  will  barely  increase  because  of  low  carryin  stocks. 
With  rising  use,  little  increase  in  wheat  stocks  is  foreseen  this  season. 
Reduced  wheat  supplies  in  competing  countries  and  aggressive  use  of  the  Export 
Enhancement  Program  are  contributing  to  larger  U.S.  wheat  exports. 

*  Record  com  yields  were  a  major  factor  boosting  U.S.  coarse  grain 
production  27  percent  last  year.   Even  though  lower  prices  are  spurring 
domestic  use  and  exports  during  1992/93,  com  ending  stocks  are  likely  to 
double.   However,  they  will  remain  well  below  the  mid- 1980 's  level. 

*  U.S.  oilseed  production  is  up  nearly  7  percent  for  1992/93,  with  a  large 
increase  for  soybeans  and  reduced  output  of  other  oilseeds.   Lower  oilseed 
yields  in  China,  the  EC  and  Canada  reduced  foreign  production.    World  soybean 
trade  is  rising,  with  the  United  States  capturing  most  of  the  increase.   U.S. 
soybean  meal  exports  are  down,  but  vegetable  oil  exports  are  strong. 

*  World  cotton  production  for  1992/93  is  down  10  million  bales  to  86 
million.   Supplies  remain  ample,  however,  because  of  large  carryin  stocks. 
Smaller  harvested  acreage  cut  the  U.S.  crop  despite  high  yields.   Domestic 
cotton  use  Is  rising  in  1992/93  but  exports  are  dropping  a  tenth.   U.S.  ending 
stocks  are  expected  to  increase. 

*  U.S.  sugar  production  rose  4  percent  in  1992/93  as  hurricane  damage  in 
Louisiana  and  Hawaii  was  offset  by  better  crops  elsewhere.   Domestic  prices 
have  been  under  pressure.   Cash  receipts  from  fruit  and  tree  nut  crops  might 
increase  in  1993  as  growers  market  large  apple  and  orange  crops.   Grower 
receipts  for  vegetables  are  projected  up  slightly  this  year,  and  greenhouse 
and  nursery  sales  will  continue  upward.  * 
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MACROECONOMIC  OUTLOOK 

*  Most  analysts  are  calling  for  continued  growth  in  1993.   GDP  is  expected 
to  grow  about  3  percent,  and,  with  relatively  high  unemployment  rates  and  low 
industrial  capacity  use,  inflation  is  projected  to  remain  modest.   Consumer 
prices  are  likely  to  rise  about  3  percent  in  1993.   The  growing  economy  is 
expected  to  put  upward  pressure  on  short-term  interest  rates,  but  continued 
low  inflation  should  keep  longer-term  rates  near  their  current  levels. 

*  A  modest  improvement  in  global  economic  performance- -from  1.5  percent  in 

1992  to  2.1  percent  is  expected  in  1993,  largely  a  consequence  of  a  rebound  in 
the  U.S.   The  EC,  however,  will  have  close  to  zero  real  growth,  with  Germany 
in  recession. 

*  Vhile  dismal  consumer  and  investment  spending  continues  to  hold  down 
growth  in  Japan,  the  economy  will  post  a  positive  gain  in  1993  on  the  strength 
of  its  export  sector  and  income  from  foreign  investments. 

*  Moderate,  but  more  sustainable,  expansion  in  Latin  America  is  foreseen 
through  the  mid-1990s  as  the  major  economies,  except  Brazil,  continue  to  break 
away  from  bad  economic  habits  of  the  1980s.   Since  50  percent  of  the  region's 
exports  end  up  in  the  U.S.,  the  U.S.  recovery  should  more  than  make  up  for  any 
decrease  in  export  growth  to  Europe . 

*  Developing  Asia  will  continue  on  its  strong  growth  path  of  more  than  6 
percent  in  1993.   A  favorable  factor  in  the  region's  terms  of  trade  is  the 
significantly  lower  cost  of  imported  petroleum.   Export  markets  in  Europe, 
Japan,  and  the  former  cdtnmunist  countries,  however,  are  current  poor 
prospects . 

*  The  U.S.  dollar  is  likely  to  appreciate  against  the  German  mark  later  in 

1993  as  interest  rate  differentials  narrow.   Against  the  yen,  the  dollar's 
exchange  value  will  be  influenced  by  whether  a  significant  worsening  of  the 
bilateral  trade  imbalance  occurs  (the  dollar  depreciates) ,  and  whether  a 
sizable  portion  of  Japan's  trade  surplus  is  recycled  into  U.S.  treasury  bills 
and  bonds,  or  other  dollar  denominated  assets  (the  dollar  appreciates). 
Overall,  the  dollar  is  seen  as  showing  a  real  appreciation  in  1993. 

*  In  1992,  the  U.S.  economy  grew  2.1  percent,  with  growth  averaging  more 
than  3  percent  in  the  second  half  of  the  year.   Consumer  spending,  which  grew 
nearly  4  percent  in  the  second  half,  led  overall  GDP  growth.   In  real  terms, 
disposable  income  grew  2.1  percent  in  1992,  the  fastest  growth  since  1988. 
Interest  rates  fell  through  much  of  the  year. 

*  Job  growth  did  not  keep  pace  with  GDP  growth  in  1992.   The  unemployment 
rate  finished  the  year  at  7.3  percent,  little  changed  from  December  1991, 
after  peaking  at  7.7  percent  in  June  1992. 

*  Inflation  was  low  in  1992.   For  the  12  months  ending  in  December  1992, 
consumer  prices  were  up  2.9  percent.   Excluding  food  and  energy,  consumer 
prices  rose  only  3.5  percent  during  1992,  the  best  performance  since  1972. 
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Economic  Growth 


Region 


1980-88 


1989 


1990 


1991 


1992  P 


1993  F 


Percent  change 


World 

United  States  1/ 

World  less  U.S. 

2.9 
2.5 
2.9 

3.3 
2.5 
3.5 

2.4 
0.8 
3.0 

0.7 

-1.2 

1.4 

1.5 
2.1 
1.3 

2.1 
2.7 
1.7 

P  -  Preliminary.   F  -  Forecast. 

1/  Official  U.S.  1993  forecast.   Other  forecasts  by  ERS . 
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Foreign  Economic  Growth 


Region 

1980- 

88 

1989 

1990 

1991 

1992  P 

1993  F 

Percent 

change 

Developed 

Countries 

Less  U.S. 

2 

7 

3.6 

3.5 

1.9 

1.2 

1.2 

Less  Developed 

Countries 

3 

8 

3.6 

3.2 

3.7 

4.4 

5.1 

P  -  Preliminary.   F  -  Forecast. 
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U.S.  Economic  Indicators 


Inflation 

Interest 

Unemployment 

Quarters 

Real  GDP  1/ 

CPI-U  1/ 

rate  2/ 

rate 

Percent  

1987 

I 

3.0 

5.3 

5.5 

6.6 

II 

5.1 

4.6 

5.7 

6.3 

III 

4.0 

4.3 

6.0 

6.0 

IV 

5.9 

3.8 

6.0 

5.8 

1988 

I 

2.6 

2.9 

5.8 

5.7 

II 

4.3 

4.5 

6.2 

5.5 

III 

2.5 

5.4 

7.0 

5.5 

IV 

3.9 

4.4 

7.7 

5.3 

1989 

I 

3.2 

4.7 

8.5 

5.2 

II 

1.8 

6.3 

8.4 

5.2 

III 

0.0 

3.2 

7.9 

5.2 

IV 

1.5 

4.1 

7.6 

5.4 

1990 

I 

2.8 

7.1 

7.8 

5.3 

II 

1.0 

4.1 

7.8 

5.3 

III 

-1.6 

7.1 

7.5 

5.6 

IV 

-3.9 

6.9 

7.0 

6.0 

1991 

I 

-3.0 

3.2 

6.1 

6.5 

II 

1.7 

2.5 

5.6 

6.7 

III 

1.2 

2.8 

5.4 

6.8 

IV 

0.6 

3.6 

4.6 

7.0 

1992 

I 

2.9 

2.8 

3.9 

7.2 

II 

1.5 

3.4 

3.7 

7.5 

III 

3.4 

2.6 

3.1 

7.6 

IV 

3.8 

3.3 

3.1 

7.3 

1993 

3/ 

2.7 

2.8 

3.5 

6.9 

1994 

3/ 

3.1 

2.9 

4.2 

6-2 

1/  Percent  change  from  previous  quarter,  annual  rate.   2/  Three-month  Treasury 
Bill.   3/  January  1993  administration  forecasts.   Annual  only.   Seasonally  adjusted  data 
except  for  interest  rates. 
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FARM  FINANCIAL  CONDITIONS 

*  The  forecast  for  1993  indicates  total  cash  receipts  for  U.S.  farmers  near 
to  just  under  1990's  record.   Cash  expenses,  essentially  steady  for  1991  and 
1992,  are  forecast  up  a  modest  1  to  2  percent  In  1993.   With  higher  direct 
Government  payments  expected,  1993  net  cash  Income  will  probably  be  In  the  $58 
to  $64  billion  range,  about  the  same  as  last  year  but  2  to  3  percent  less  than 
1990's  record. 

*  Cash  receipts  reached  a  record  $169.9  billion  in  1990.   Crops  accounted 
for  $80.0  billion  and  livestock,  $89.9.   Crop  receipts  have  risen  each  year 
since  then,  but  livestock  receipts  (including  dairy)  have  fallen.   For  1993 
crop  receipts  are  currently  forecast  between  $81  and  $86  billion  and  livestock 
receipts  are  forecast  between  $83  and  $87  billion.   Wheat  receipts  in  1993  are 
down  2  percent  but  com  receipts  are  up  4  percent.   Fruits,  vegetables,  and 
greenhouse  products  have  been  showing  steady  growth  for  several  years.   On  the 
livestock  side,  red  meat  receipts  have  been  falling  in  the  1990's  while 
poultry  and  eggs  have  been  relatively  steady.   Low  milk  prices  in  1991  caused 
dairy  receipts  to  drop  10  percent,  but  higher  1992  prices  resulted  in  a 
recovery.   Milk  prices  for  1993  are  currently  forecast  down  4  to  5  percent  but 
slightly  higher  annual  production  will  offset  some  of  the  price  effect, 
leaving  1993  dairy  receipts  down  about  3  to  4  percent. 

*  Direct  Government  payments  (principally  deficiency,  disaster,  and 
conservation  rental  payments)  reached  a  record  $16.7  billion  in  calendar  year 
1987.   They  declined  each  subsequent  year  through  1991.   Due  largely  to  $1.2 
billion  in  disaster  assistance,  payments  rose  in  1992  and  for  1993  are 
forecast  to  rise  again. 

*  Total  production  expenses  (both  cash  and  noncash)  were  unchanged  for  1990- 
1992.   Low  feed  and  feeder  livestock  prices  benefitted  livestock  producers. 
Steady  to  decreasing  energy  prices  and  falling  Interest  rates  benefitted 
everyone.   For  1993,  total  expenses  are  forecast  up,  but  feed  and  feeder 
livestock  expenses  will  likely  remain  at  1992 's  level  or  fall  slightly. 
Fertilizer  prices  are  forecast  up,  offsetting  any  decrease  in  crop  acreage  and 
causing  expenses  to  rise.   Wage  rates  are  expected  to  continue  increasing, 
mainly  affecting  labor-intensive  fruit  and  vegetable  operations. 

*  A  healthy  level  of  farm  income  in  1993  is  not  likely  to  produce  a 
significant  rise  in  farm  sector  wealth.   In  a  relatively  strong  1993  farm 
economy,  the  financial  performance  outlook  is  for  improved  current 
profitability,  but  limited  farm  asset  growth,  slightly  rising  debt  levels,  and 
marginally  higher  equity.   Farm  business  assets,  debt,  and  equity  are  each 
expected  to  rise  by  at  most  1  percent. 
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Gross  Cash  Incoms 

S  billion 
200 


150 


100 


50 


Farm-telated  income 
Government  payments 


Cast)  receipts 


1983  85 

I  tna  IM3  loncait 


Gross  Cash  Income 


Item 

1988 

1989 

1990 

1991 

1992  F 

1993  F 

Billion 

dollars 

Cash  receipts 

151.1 

161.0 

169.9 

167.3 

169 

165-172 

Direct  government 

payments 

14.5 

10.9 

9.3 

8.2 

9 

9-13 

Farm- related  income 

7.1 

8.2 

7.2 

7.6 

7 

6-8 

Gross  cash  income 

172.7 

180.2 

186.4 

183.2 

185 

183-191 

F  -  Forecast 
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Net  Cash  Income  and  Cash  Expenses 


1983  85 

1992  and  1993  foncut 


Net  Cash  Income 


Item 

1988. 

1989 

1990 

1991 

1992  F 

1993  F 

Billion 

dollars 

Gross  cash  income 

172.7 

180.2 

186.4 

183.2 

185 

183-191 

Cash  expenses  1/ 

114.6 

121.2 

125.2 

125.2 

125 

123-129 

Net  cash  income 

58.1 

58.9 

61.3 

58.0 

60 

58-64 

F  -  Forecast.   1/  Excludes  expenses  associated  with  the  operator  dwelling. 
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Cash  Production  Costs 
$  billion 


ISO 


,  f 


Farm  Production  Cosc  Conponents 


Icems 


1989 


1990 


1991 


1992  F 


1993  F 


Feed  and  livestock  purchased 
Seed,  fertilizer,  pesticides 
Fuels,  oils,  and  electricity 
Total  interest  charges  1/ 
Hired  and  contract  labor 
Capital  consumption  \J 
Taxes  and  rent  \J 
Other  costs  1/ 

Total  production  costs 


34.1 

35.5 

16.2 

16.4 

7.3 

8.2 

14.7 

14.5 

11.1 

12.5 

17.8 

17.5 

13.3 

13.9 

26.6 

26.4 

141.2 


Billion  dollars 

34.2 
17.2 
8.0 
13.9 
12.6 
17.4 
13.5 
27.7 

145 .1      144 . 9 


34 

30-36 

17 

16-20 

8 

7-9 

14 

12-15 

13 

12-14 

17 

16-18 

14 

13-15 

29 

27-30 

45 

143-149 

F  -  iForecast. 

1/  Includes  expenses  associated  with  the  operator  dwelling,  which  account  for  2.7 
percent  of  total  costs.   In  1990  dwelling  expenses  averaged  1.6  percent  of  cash 
expenses  (4.4  percent  of  interest  and  11.5  percent  of  property  taxes)  and  10.1 
percent  of  capital  consumption. 
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Farm  income  statements 

Item  1990    1991    1992F      1993F       91    92    93 

Billion  dollars  X  change 


Cash  income  statement 

1.  Cash  receipts 

Crops  1/ 
Livestock 

2.  Direct  Government  payments 

Cash  Government  payments 
Value  of  PIK  commodities 

3.  Farm- related  income  2/ 

U.    Gross  cash  income  (1+2+3) 

5.  Cash  expenses  3/, 4/ 

6.  NET  CASH  INCOME  (4-5) 

Deflated  (1987$)  5/ 

Farm  income  statement 

7.  Gross  cash  income  (1+2+3) 

8 .  Nonmoney  income  6/ 

9.  Inventory  adjustment 

10.  Total  gross  income  (7+8+9) 

11.  Total  expenses 

12.  NET  FARM  INCOME  (10-11) 

Deflated  (1987$)  5/ 


169.9 

167.3 

169 

165 

to 

172 

-2 

1 

1 

80.0 

80.5 

84 

81 

to 

86 

1 

4 

1 

89.9 

86.7 

86 

83 

to 

87 

-4 

-2 

0 

9.3 

8.2 

9 

9 

to 

13 

-12 

8 

7 

8.4 

8.2 

9 

9 

to 

13 

-3 

8 

7 

.9 

.0 

* 

0 

to 

1 

-1 

0 

0 

7.2 

7.6 

7 

6 

to 

8 

6 

-6 

2 

186.4 

183.2 

185 

183 

to 

191 

-2 

1 

1 

125.2 

125.2 

125 

123 

to 

129 

0 

0 

1 

61.3 

58.0 

60 

58 

to 

64 

-5 

3 

0 

54.1 

49.2 

50 

46 

to 

52 

-9 

1 

-2 

186.4 

183.2 

185 

183 

to 

191 

-2 

1 

1 

6.1 

5.9 

6 

5 

to 

7 

-4 

6 

1 

3.5 

.4 

4 

-5 

to 

-1 

196.0 

189.5 

196 

186 

to 

195 

-3 

3 

-2 

145.1 

144.9 

145 

143 

to 

149 

0 

0 

1 

51.0 

44.6 

51 

42 

to 

48 

-13 

13 

-11 

45.1 

37.9 

42 

33 

to 

39 

-16 

11 

-13 

F  -  forecast  January,  1993.   *  -  less  than  $500  million.  ; 

1/  Includes  CCC  loans.   2/  Income  from  custom  work,  machine  hire,  recreational 
activities,  forest  product  sales,  and  other  farm  sources.   3/  Excludes  depreciation  and 
perquisites  to  hired  labor.   4/  Excludes  farm  households.   5/  Deflated  by  the  GDP 
implicit  price  deflator.   6/  Value  of  home  consumption  of  farm  products  and  imputed 
rental  value  of  operator  dwelling.   Totals  may  not  add  due  to  roundinjg. 
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Farm  Input  Use  and  Prices 


Quantity  indices 

%  of  1992 

200  I 


150 


100 


50 


.Energy 
Pesticides 
FertSizer 


Price  indices 
%  of  1992 


_1 '   ■   ■ I.  L 


I   '   '   «   '   ' '   * I l_ 


^UU 

------Pesticides 

Fertilizer 

150 

100 

l\jt 

;^ 

SO 

n 

1     1     1     1     1     1     1     1     1     I     1     1 

'    1 

- 

1970 


75 


80 


85 


90 


1970 


75 


80 


85 


90 


Selected  Farm  Input  Quantity  and  Price  Indices 


I  ten 


1987     1988     1989     1990 


1991 


1992  P 


Quantity 

Fertilizer 
Pesticides 
Energy  \J 

Prices 

Fertilizer 
Pesticides 
Energy  1/ 


1982  • 

•  100 

89 

92 

91 

96 

96 

96 

89 

102 

105 

101 

103 

104 

83 

81 

78 

88 

88 

89 

82 

90 

95 

91 

93 

91 

.04 

107 

111 

117 

127 

134 

77 

79 

86 

97 

92 

86 

1/  Includes  gasoline,  dlesel  £uel,  and  LP  gas.   P  -  Prellnlnary. 
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Interest  Rates 

Short  Term 
Percent 


5 


Agricultural  production 
expense  rate 


*.  .*       Bank  prime 


1970  75 

1993  foracast 


80 


85 


90 


Long  Term 

Percent 

20 


15 


10 


\ 

1*' 

\ 

•1 

Agricultural  /•* 

1 

•^  "^S 

real  estate  A* 

\\    .^>^ 

•..•— —♦ X 

•> 

AAA-rated 

bonds 

I       1       1       I      1      1 

1970     75 

1993roraca3t 


80 


85 


90 


Yearly  Average  Interest  Rates 


Item 

1988 

1989 

1990 

1991 

1992  P 

1993   F 

Agricultural   pro- 
duction loan  rate  \J 

11.2 

12.5 

Percent 

11.5 

9»« 

8.8 

8.6 

Bank  prime 

9.3 

10.9 

10.0 

8.5 

6.3 

6.5 

Agricultural   real 
estate   loan  rate 

10.3 

10.8 

10.3 

9.7 

8.8 

8.4 

Aaa  bond  rate 

9.7 

9.3 

9.3 

8.8 

8.1 

7.8 

?  -  Preliminary    F  -  Forecast. 
1/  Loan  funds  for  farm  "operating- living"  expenses. 
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Total  Farin  Assets.  Debt,  and  Equity 

$  billion 

1200 T 


1000  ■ 


800  - 


600  - 


400 


200 


V 


/ 


-cju^y 


1992  praliniinaiy.  1903k)r«cast 


Farm  Balance  Sheet,  Excluding  Dwellings 


Item 

1980 

1989 

1990 

1991 

1992  P 

1993  F 

Billion 

dollars 

. 

Assets  (Dec.  31) 

983 

829 

847 

842 

846 

845-855 

Real  estate 

783 

616 

628 

623 

623 

620-630 

Other 

200 

213 

219 

219 

223 

220-230 

Liabilities 

167 

137 

137 

139 

140 

138-144 

Real  estate 

90 

75 

74 

74 

75 

73-77 

Other 

77 

62 

63 

65 

65 

64-68 

Equity 

816 

692 

710 

703 

707 

705-715 

P  -  Prelininary   F  -  Forecast. 
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Assets,  Debt,  and  Equity 

Per  Farm 
$  thousand 
1200 


900 


600 


300 


Per  Medium  and  Large  Farm 

$  thousand 

1200 


1974   76  78   80  82  84   86 

1992  pcallminary.  1993  forecast 


76     78     80     82     84     86    88    90 


1992  pratkninary    1993  foracasl  Msdufn  artd  larg*  larms-salM 
of  $40  CXW  or  mora. 


Farm  Balance  Sheet,  Excluding  Dwellings,  per  Farm 


Item 

1980 

1989 

1990 

1991 

1992  P 

1993  F 

Thousand 

dollars 

Assets  (Dec.  31) 
All 

403 

382 

396 

400 

404 

406-410 

Medium  and 
large  1/ 

1,054 

900 

872 

858 

862 

861-871 

Liabilities 
All 

68 

63 

64 

66 

67 

66-70 

Medium  and 
large  1/ 

175 

155 

162 

164 

165 

162-172 

Equity 
All 

334 

319 

332 

334 

337 

338-342 

Medium  and 
large  1/ 

879 

745 

694 

694 

698 

696-706 

P  -  Preliminary.  F  -  Forecast. 
1/  Sales  of  $40,000  or  more. 


IS 


Farm  Real  Estate  Values 


334 


75 
February  1 


U.S.  Farm  Real  Estate  Value  1/ 


Item 


1970 


1980 


1990 


1991 


1992     1993  F 


Dollars  per  acre 


Farm  real  estate 
value 


196 


737 


668 


681 


683    685-692 


F  -  Forecast. 

1/  Real  estate  includes  farmland  and  buildings.   48-state  average.   For  1990 
and  later,  value  as  of  January  1.   For  earlier  years,  value  as  of  February  or 
March  1. 
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Selected  Rnancial  Ratios 


Ratio 

80  I — 


60 


40 


20 


.•\    Net  cash  income  to 
•*    *.  totai  farm  debt 


Debt  to  asset 


1970  75 

1 992  preliminary    1 993  forecast 


80 


85 


90 


Selected  Financial  Ratios 


Item 

1980 

1989 

1990 

1991 

1992  P 

1993  F 

Debt  to  asset  1/ 

17.0 

16.5 

16.2 

16.5 

16.5 

16  to  17 

Net  cash  income  to 

debt  1/ 

20.0 

46.3 

47.4 

42.2 

45.8 

39  to  43 

Farm  business  debt 

service  coverage  2/ 

1.5 

2.4 

2.5 

2.4 

2.5 

2 

.4  to  2.6 

Times  interest  earned 

3/ 

2.0 

4.4 

4.5 

4.2 

3.8 

3 

.2  to  3.3 

Return  on  assets  \J 

1.3 

5.2 

5.0 

4.2 

4.8 

3  to  5 

Prices  received  to 

prices  paid 

97 

83 

82 

78 

7.3 

71  to  75 

(1977  -  100)  i/ 

P  -  Preliminary.   F  -  Forecast. 

i/  Percent.   2/  Assesses  ability  of  £arm  businesses  to  repay  both  principal 
and  interest.   3/  Shows  the  farm  sector's  ability  to  service  debt  out  of  net 
income . 


17 


336 


Percent  of  Farm  Operations  in  Stress,  January  1, 1992 


Soufo:  FCRS. 


Marginal  solvency 
4.4% 


Financial  Position  of  Farms  1/ 


Year 


Favorable 


Marginal 
income 


Marginal 
solvency 


Vulnerable 


All  Farms 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 


40.8 

40.1 

9.2 

40.4 

38.3 

11.3 

41.0 

37.0 

11.7 

45.3 

39.8 

7.8 

42.8 

43.6 

6.6 

43.8 

44.0 

5.6 

44.3 

43.8 

5.6 

44.3 

46.7 

4.4 

9.9 
10.0 
9.9 
7.1 
7.0 
6.6 
6.3 
4.6 


Farms  with  Gross  Sales  >  $40,000 


1991 
1992 


68.5 
66.9 


13.1 
16.9 


14.2 
11.6 


4.1 
4.6 


1/  This  estimate  is  based  on  USDA  survey  data.   The  categories  of  financial  stress  are: 
Favorable- -positive  net  cash  farm  income  and  debt-to-asset  ratio  of  .4  or  less;  Marginal 
Solvency- -positive  net  cash  farm  Income  and  debt-to-asset  ratio  above  .4;  Marginal  Income- 
-negative  net  cash  farm  income  and  debt-to-asset  ratio  of  .4  or  less;  Vulnerable-- 
negative  net  cash  farm  income  and  debt-to-asset  ratio  above  .4. 
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COMMODITY  OUTLOOK 
U.S.  AGRIOn^TURAL  TRADE 

*  Lower  prices  for  com  and  soybeans  are  expected  to  result  In  lower  export 
value  for  U.S.  agricultural  exports.   Exports  are  expected  to  dip  $800  million 
in  fiscal  1993  to  $41.5  billion.   Little  change  is  expected  in  export  volume, 
but  increased  world  production  of  grains  and  oilseeds  is  expected  to  result  in 
lower  prices.   In  total,  export  value  for  grains  and  products,  oilseeds  and 
products,  and  cotton  is  expected  to  fall  by  $1.3  billion. 

*  The  current  USDA  forecast  of  FY  1993  agricultural  export  volume  shows 
exports  of  144  million  tons,  unchanged  from  FY  1992.   Higher  wheat  and  com 
exports  are  expected  to  offset  lower  exports  of  soybean  meal  and  cotton. 

*  Japan  will  again  be  the  leading  market  for  U.S.  agricultural  products  in 
FY  1993.   Japanese  purchases  are  expected  to  reach  $8  billion,  20  percent  of 
all  U.S.  agricultural  sales.   The  European  Community,  our  second  largest 
market,  is  forecast  to  import  over  $7  billion  of  U.S.  farm  products.   Sales  to 
Canada  and  Mexico,  our  next  largest  markets,  may  reach  a  combined  total  of 
$8.8  billion.   U.S.  agricultural  exports  to  the  former  Soviet  Union  are 
expected  to  fall  slightly  in  FY  1993,  after  rising  nearly  $1  billion  in  FY 
1992. 

*  High-value  product  (HVP)  exports  are  expected  to  increase  for  the  eighth 
consecutive  year  in  FY  1993.   HVP  exports  include  horticultural  and  animal 
product  exports,  which  are  also  expected  to  reach  new  records  in  1993. 
However,  a  slower  growth  rate  is  expected  in  fiscal  1993.   HVP  exports  rose 
$2.8  billion  to  over  $23  billion  in  FY  1992.   But  only  a  $500  million  increase 
is  forecast  for  FY  1993.   HVP  exports  are  expected  to  surpass  bulk  exports  for 
the  third  consecutive  year  in  FY  1993.   Favorable  exchange  rates  with  respect 
to  Europe  and  Japan  are  expected  to  boost  sales,  as  is  renewed  economic  growth 
in  Canada,  Mexico,  and  the  middle -  income  Pacific  Rim. 

*  Imports  are  expected  to  decline  slightly  in  FY  1993  to  $24  billion.   Lower 
tobacco  imports  are  expected  to  more  than  offset  slight  gains  in  other 
products . 

*  The  U.S.  agricultural  trade  surplus  is  expected  to  fall  slightly  in  FY 
1993,  from  $18  billion  to  $17.5  billion.   The  surplus  has  nearly  tripled  since 
the  mid- 1980' s. 
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U.S.  Agricuttural  Trad* 


20 


10 


Trade  balance  j 


Imports 


Ql • . — 

1980/81  82/83 

1992  /93  loracasL 


84/85 


86/87 


88/89 


90/91 


92/93 


U.S.  Agricultural  Trade  1/ 


Item 


1988 


1989 


1990 


1991 


1992 


1993  2/ 


Billion  dollars 


Exports 

35.4 

39.6 

40.2 

37.6 

42.4 

41.5 

Imports 

21.0 

21.5 

22.5 

22.6 

24.3 

24.0 

Trade  balance 

14.3 

18.1 

17.7 

15.0 

18.1 

17.5 

Exports 


Million  metric  tons 
147.8     145.7     147.6     128.1    143.6 


144.0 


\J   Fiscal  year.   2/  "  Forecast. 


20 


339 


U.S.  Agricultural  Exports:   Value  by  Commodity  \J 


Item 


1988       1989       1990 


1991 


1992       1993  2/ 


Billion  dollars 


Grains  &  feeds 

12.6 

16.8 

15.7 

12.2 

13.9 

13.2 

P/heat 

4.5 

6.0 

4.2 

2.9 

4.3 

■  4.4 

Com 

-4.3 

6.1 

6.9 

4.9 

4.6 

4.2 

Oilseeds 

&  products 

7.7 

6.6 

6.1 

5.6 

7.2 

6.9 

Soybeans 

&  products 

6.9 

5.8 

5.3 

4.7 

6.0 

5.8 

Animals  &  products 

6.1 

6.5 

6.7 

6.8 

7.8 

8.1 

Weat  &  products 

2.2 

2.9 

3.1 

3.5 

4.2 

4.5 

Fruits ,  nuts 

&  vegetables 

3.9 

4.2 

5.2 

6.0 

6.7 

,7.1 

Fruit 

1.7 

1.8 

2.2 

2.4 

2.8 

3.0 

Vegetables 

1.3 

1.5 

2.1 

2.6 

2.8 

3.0 

Cotton 

2.1 

2.0 

2.7 

2.6 

2.2 

1.8 

Other 

2.9 

3.6 

3.9 

4.4 

4.6  ■ 

4.5 

Total 

35.3 

39.7 

40.3 

37.6 

42.4 

41.5 

Numbers  in  italics  are  components  of  main  categories. 
1/   Fiscal  years,  October-September.  2/  -   Forecast. 


U.S.  Agricultural  Exports:   Leading  Markets,  1980,  1992 


Fiscal  1980 


Fiscal  1992 


Country 

Bil.  dol. 

Country 

Bil.  dol. 

Japan 

5.8 

Japan 

8.4 

Netherlands 

3.5 

Canada 

4.8 

Mexico 

2.0 

Mexico 

3.7 

China  (PRC) 

2.0 

Former  USSR 

2.7 

Germany  (  Fed. 

Rep) 

1.9 

S.  Korea 

2.2 

Canada 

1.8 

Taiwan 

1.9 

So.  Korea 

1.6 

Netherlands 

1.8 

Spain 

1.5 

Germany  1/ 

1.1 

USSR 

1.5 

Spain 

1.0 

Italy 

1.3 

United  Kingdom 

0.9 

1/  Includes  former  GDR. 
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U.S.  Trade  in  High- Value  Agricultural  Products  1/ 


Item  1988       1989       1990       1991      1992      1993  2/ 

Billion  dollars 
Exports  16.3       17.8       18.9       20.4      23.2     23.7 

Percent 
Share  of  total  46        45         47         54        55       57 


Billion  dollars 
Imports  15.8        16.4       17.9       18.1      19.0     19.0 

Percent 
Share  of  total  75         76         80         80        78       79 


1/  High-value  products  are  those  that  recieved  additional  processing  beyond  the  farm  gate 
or  represent  a  higher  priced  segment  of  a  group  of  products.   2/  Forecast. 


U.S.  Agricultural  Exports:   Volume  by  Commodity  i/ 


Item 

1988 

1989 

1990 

1991 

1992 

1993  2/ 

Million  tons 

Grains  & 

preparations 

108.9 

115.0 

112.9 

94.6 

100.7 

103.3 

Wheac 

^0.5 

37.8 

28.1 

26.7 

34.3 

33.5 

Com 

44.0 

50.6 

59.9 

44.5 

40.6 

42.5 

Oilseeds  & 

products 

29.7 

21.1 

23.7 

22.3 

28.6 

27.9 

Soybeans  & 

products 

28.0 

19.5 

22.4 

20.2 

25.9 

25.2 

Animals  &  products 

2.8 

2.9 

2.8 

2.8 

2.9 

3.0 

Heat  &  products 

1.0 

1.3 

2.4 

1.6 

1.9 

2.0 

Fruits,  nuts,  & 

vegetables 

4.0 

4.2 

5.1 

5.4 

5.6 

5.7 

Fruits 

2.0 

2.1 

2.3 

2.4 

2.9 

3.0 

Vegetables 

1.8 

2.5 

2.5 

2.4 

2.6 

2.6 

Cotton 

1.4 

1.4 

1.7 

1.6 

1.5 

1.4 

Other 

1.0 

1.1 

1.4 

1.4 

2.5 

2.7 

Total 

147.8 

145.7 

147.6 

128.1 

141.8 

144.0 

Numbers  in  italics  are  components  of  main  categories. 
1/  Fiscal  years,  October-September.   2/  Forecast. 
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Value  of  the  Dollar 

Total  trade  vs.  Agricultural  Trade 

%fo1985 

110  I 


100 


90 


•Total  trade 


\^ 


Agricultural  trade 


50 

1970  75  80 

1992  pretrnnary.  1993  kxscast 


85 


90 


Selected  U.S.  Agricultural  Makets 

%  of  1985 
110 


100 


60 


50 


Relative  to  U.S. 
L  agricultural  customers 


Relative  to  major  U.S. 
agricultural  competitors 


_J I 1 I I L_ 


1970  75  80 

1992  pfeliminary    1993  forecast 


85 


90 


Value  of  the  Dollar 


Item 

1980 

1989 

1990 

1991 

1992  P 

1993  F 

1985 

-  100 

Total  trade  1/ 

64.0 

71.4 

65.0 

65.4 

60.7 

62.8 

Agricultural  trade 

67.2 

83.9 

76.6 

76.9 

73.0 

74.9 

U.S.  agricultural 

markets 

Total 

74.3 

79.0 

77.8 

78.3 

73.5 

75.1 

Soybeans 

68.2 

71.3 

67.5 

66.8 

61.9 

63.8 

Wheat 

77.8 

89.0 

90.6 

97.0 

94.8 

96.0 

Major  agricultural 

competitors 

Total 

65.7 

85.0 

76.4 

76.6 

72.9 

74.9 

Soybeans 

44.8 

95.5 

62.7 

56.4 

55.2 

53.1 

Wheat 

66.8 

84.1 

73.4 

70.6 

71.7 

72.8 

P  -  Preliminary.   F  -  Forecast.   Data  are  expressed  in  indexed  (1985  -  100) 
units  per  dollar.  A  rising  value  means  the  dollar  is  appreciating,  i.e.,  U.S. 
currency  purchases  an  increasing  quantity  of  foreign  goods.   The  index  is 
calculated  from  U.S.  and  foreign  exchange  rates  adjusted  to  factor  out  inflation. 
Trade  volumes  are  used  as  weights.   1/  Value  of  U.S.  dollar  according  to  U.S. 
Federal  Reserve  System. 
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CROPS  OVERVIEW 

*  The  1992  crop  season  wound  up  producing  record-breaking  yields  despite 
unfavorable  growing  conditions  during  the  spring.    As  the  season  began,  the 
drought  which  had  gripped  the  West  for  five  years  persisted,  spreading  Into 
the  edge  of  the  Great  Plains.   But  wet  soils  and  flooding  delayed  early 
planting  from  the  Midwest  into  the  Southeast.   The  Corn  Belt  dried  out  by 
early  May,  allowing  rapid  planting  completion.   In  June,  frost  forced  some 
replanting.   A  cool  summer  and  timely  rains  provided  nearly  ideal  pollination 
weather,  triggering  record  yields  for  corn,  soybeans  and  spring  wheat.   Late- 
maturlng  crops  largely  escaped  freeze  damage,  but  cool,  wet  weather  affected 
crop  quality. 

*  Winter  wheat  was  planted  last  fall  with  some  delays,  and  snow  cover  is 
adequate.   Planted  area  totaled  51.3  million  acres,  1  percent  above  the  1991 
level.   Late  harvest  of  crops  in  the  Midwest  and  parts  of  the  South  limited 
wheat  plantings . 

*  Late  fall  rains  and  snow  eased  surface  dryness  In  the  southern  Great 
Plains  and  in  parts  of  the  Pacific  Northwest.   In  the  West,  significant  winter 
precipitation  to  date  has  eased  some  of  the  concerns  over  1993  irrigation 
water  supplies,  but  more  moisture  is  needed  to  end  the  drought. 

*  Wet  soils,  late  maturity  of  Che  1992  crops  and  resulting  harvest  delays 
hampered  fall  plowing  progress.   This  will  put  additional  pressure  on  farmers 
who  must  still  complete  harvest  of  some  1992  corn,  soybean,  cotton  and  sorghum 
crops,  do  field  work  normally  done  in  the  fall  and  finish  spring  planting  on 
time . 

*  As  the  1993  planting  season  approaches,  soil  moisture  levels  east  of  the 
Rockies  are  the  most  favorable  since  1987,  a  year  which  produced  record  yields 
for  many  crops. 

*  U.S.  weather  patterns  during  the  1993  growing  season  are  likely  to  show 
the  lingering  effects  of  the  Mt.  Pinatubo  volcanic  eruption  and  a  weak 
recurrence  of  El  Nino- like  conditions.   Such  events  would  suggest  great 
variability  in  growing- season  weather.   However,  It  is  not  yet  possible  to 
specify  which  areas  of  the  United  States  would  experience  the  greatest 
deviation  in  summer  weather. 
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U.S.  Crops  Acraag*  Planted  and  Idlad  in  Programs 


Million  acres 

400; 


375 


350 


325 


300 


275 


.<;-... ..AJ.^^^         r   "  .Mk'.t.. 


Planted 


1985 


86 


87 


88 


90 


91 


92 


U.S.  Crop  Acreage  Planted  and  Idled  In  Programs 


Item 

1988 

1989 

1990 

1991 

1992 

Million  acres 

Principal  crops  1/ 

318.3 

331.6 

326.9 

326.0 

327.6 

Feed  grains 

101.8 

106.1 

103.4 

104.6 

108.4 

Com 

67.7 

72.2 

74.2 

76.0 

79.3 

Wheat 

65.5 

76.6 

77.2 

69.9 

72.3 

Soybeans 

58.8 

60.8 

57.8 

59.2 

59.3 

Cotton 

12.5 

10.6 

12.3 

14.1 

13.3 

Fruit  and 

vegetables 

5.4 

5.5 

5.6 

5.5 

5.5 

Idled  In  programs 

77.6 

60.8 

61.5 

65.4 

54.4 

ARP 

40.2 

18.4 

12.2 

17.1 

8.6 

PLD 

4.1 

PIK 

0/92-50/92 

8.8 

12.6 

15.4 

13.8 

10.4 

Conservation 

Reserve 

24.5 

29.8 

33.9 

34.5 

35.4 

1/  Includes  com,  sorghum,  oats,  barley,  wheat,  rice,  rye,  soybeans, 
flaxseed,  peanuts,  sunflower,  cotton,  all  hay,  dry  edible  peas  and  beans, 
lentils,  potatoes,  sweetpotatoes,  tobacco,  sugarcane,  and  sugarbeets. 
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Acreage  Idled  Under  Federal  Programs 


Million  acres 
100  I 


80 


60 


40 


20 


31 


»4j 


48 


61 


62 


65 


54 


E3-*'-« 


1985 


86 


87 


88        89 
Crop  year 


90 


91 


92 


Acreage  Idled  Under  GovernmenC  Programs 


Item 

1987 

1988 

1989 

1990 

1991 

1992 

Million 

acres 

Annual  programs 

Corn 

21.8 

17.6 

6.3 

6.1 

4.7 

3.1 

Sorghum 

3.6 

2.8 

1.1 

1.0 

.8 

0.5 

Barley 

2.7 

2.2 

.8 

.7 

.7 

0.4 

Oats 

.7 

.1 

.1 

Wheat 

20.2 

19.2 

6.1 

2.2 

10.1 

3.2 

Cotton 

3.2 

1.5 

3.1 

1.5 

.6 

1.3 

Rice 

1.3 

.9 

.9 

.7 

.2 

0/92-50/92 

7.0 

8.8 

12.6 

15.4 

13.5 

10.4 

Conservation  Reserve 

15.7 

24.5 

29.8 

33.9 

34.5 

35.4 

Total  idled 

76.2 

77.6 

60.8 

61.5  " 

65.1 

54.3 

Program  crops 

" 

harvested  1/ 

212.3 

205.9 

224.9 

229.9 

223.0 

230.6 

Idled  plus 

harvested 

288.5 

283.5 

285.8 

291.4 

288.1 

284.9 

XJ   Feed  grains,  wheat,  rice,  cotton,  and  soybeans. 
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U.S.  WhMt  Yields 
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U.S.  SoybMR  Yi«rds 


Bu7acre 
40 


10 
1929 


_1 I 1 1 1_J — I — I — I — t-l.,I  ■ 


_1 l__I I — I — I — I — I     t     I 


■     ■     '     ■     ■ 


—I I I I I 1 I I ■     ■     * 


40 


50 


60 


70 


80 


90 


End-of-Season  Inventories.  1988/89-1992/93 


Wheat 
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ttK/93  fcncML 
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Million  bushels  I 
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GRAINS 

*  World  grain  production  In  1992/93  rebounded  strongly  from  last  year  and  Is 
only  marginally  below  the  1990/91  record.   Global  consumption  Is  a  record  but 
will  trail  production,  leading  to  a  gain  In  global  ending  stocks.   U.S.  output 
Is  up  more  than  one-fourth,  while  foreign  production  Is  down  1  percent. 

*  World  grain  trade  is  forecast  down  4.5  percent  in  1992/93,  as  a  one- third 
drop  in  the  combined  iiiports  of  the  FSU  and  China  more  than  offset  a  5-percent 
rise  for  the  rest  of  the  world.   However,  the  U.S.  share  of  world  trade  Is 
expected  to  rise. 

*  World  wheat  production  is  up  2.5  percent  in  1992/93,  led  by  gains  In  the 
FSU,  China  and  the  United  States.   However,  global  wheat  use  will  decline 
again,  and  1992/93  global  ending  stocks  are  forecast  up  5  percent.   Global 
wheat  trade  is  forecast  down  5  percent  from  last  year's  record,  as  reduced 
imports  by  the  world's  two  largest  wheat  importers  (the  FSU  and  China)  more 
than  offset  gains  for  other  countries.   However,  a  smaller  Argentine  crop, 
quality  problems  in  Canada,  and  aggressive  use  of  the  Export  Enhancement 
Program  are  expected  to  result  in  gains  in  U.S.  exports  and  market  share. 

*  U.S.  wheat  output  was  up  2U   percent  in  1992/93,  as  harvested  acres  and 
yields  rose.   However,  supplies  are  only  up  3  percent  because  of  reduced 
carryln  stocks.   With  slightly  higher  exports  and  food  use,  projected  1992/93 
ending  stocks  are  only  narginally  above  a  year  earlier.   Farm  prices  are 
expected  to  average  around  10  percent  above  the  $3.00  per  bushel  of  1991/92. 

*  Global  1992/93  coarse  grain  stocks  are  forecast  up  17  percent  from  a  year 
earlier  as  production  is  expected  to  rise  5  percent  but  consumption,  only  2 
percent.   Foreign  output  is  down  3  percent,  largely  because  of  a  28-percent 
decline  in  Eastern  Europe.   With  the  FSU  coarse  grain  crop  up  sharply  and 
forecast  Imports  for  the  region  down  almost  a  third,  world  coarse  grain  trade 
is  forecast  4  percent  below  1991/92.  However,  smaller  crops  in  some  competing 
exporters  and  lower  U.S.  prices  are  expected  to  result  in  higher  U.S.  exports 
and  market  share. 

*  U.S.  1992/93  feed  grain  output  rose  27  percent,  as  com  yields  topped  1991 
by  21  percent  and  the  previous  record  by  10  percent.   While  lower  prices  will 
spur  larger  exports  and  domestic  use,  the  huge  com  crop  will  cause  1992/93 
ending  stocks  to  be  more  than  double  carryln  levels.   Stocks,  however,  will 
remain  well  below  levels  of  the  mid-1980' s.   Com  prices  received  by  farmers 
are  forecast  at  $1.90-$2.20  per  bushel,  compared  with  $2.37  in  1991/92. 

*  The  world  1992/93  rice  crop  is  up  almost  1  percent.   Global  use  is 
expected  to  be  above  production,  leading  to  another  small  drop  in  global 
stocks.   Although  1993  world  rice  trade  is  projected  down  around  3  percent, 
U.S.  exports  and  market  share  are  expected  to  rise. 

*  U.S.  rice  production  increased  14  percent  in  1992/93  because  of  larger 
area  and  higher  yields.   Although  total  use  Is  expected  to  expand  because  of 
increased  domestic  use  and  exports,  ending  stocks  are  projected  up  40  percent. 
Rice  prices  received  by  farmers  in  1992/93  are  forecast  at  $5.85-$6.35  per 
cwt,  compared  with  $7.58  in  1991/92. 
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World  Grain  Production,  Consumption,  and  Ending  Stoclcs 

Million  metric  tons  (pfoductJon/consumplion) 
1 .  800 
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World  and  U.S.  Grain  Supply,  Use,  and  Stocks  Indicators  1/ 


Item 

1988/89 

1989/90 

1990/91 

1991/92 

1992/93  F 

Million  tons 

Production  1/ 

World 

1,546 

1,668 

1,759 

1,690 

1.750 

U.S. 

204 

282 

310 

278 

350 

Consumption 

World 

1.639 

1.683 

1.718 

1,713 

1,726 

U.S. 

187 

203 

219 

219 

231 

Ending  stocks 

World 

316 

301 

342 

319 

343 

U.S. 

86 

61 

72 
Percent 

48 

80 

Stocks/use  ratio 

World 

19.3 

17.9 

19.9 

18.6 

19.9 

U.S.  2/ 

29.7 

19.8 

23.9 

15.6 

24.8 

F  -  Forecast. 

1/  Includes  wheat,  coarse  grains,  and  milled  rice.   Aggregate  of  local 
marketing  years.   2/  Stocks  to  total  use  (including  exports). 
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Total  Wortd  Grain  Exports  and  U.S.  Share 


Million  Metric  tons 
250 


0 

1970/71  75/76  80/81 

1992/93  foracait  Includes  whMt  flour,  Mdudas  intra-EC  trada. 
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Total  World  Grain  Supply  and  Use  and  U.S.  Grain  Exports 


Item 

1987/88 

1988/89 

1989/90 

1990/91 

1991/92 

1992/93  F 

Million 

tons 

World  1/ 

Production 

1.594.1 

1,546.1 

1.667.9 

1,758.6 

1.690.1 

1 

,750.4 

Use 

1.649.9 

1.639.1 

1,682.6 

1,718.0 

1,713.4 

1 

725.4 

Ending  stocks 

409.0 

316.0 

301.3 

342.0 

318.8 

343.8 

Exports  2/ 

World 

203.0 

209.0 

211.1 

194.9 

216.8 

207.6 

U.S. 

99.2 

101.9 

105.1 

82.3 

87.5 

91.4 

Percent 

Trade  share 

U.S. 

49 

49 

50 

42 

.  40 

44 

EC 

12 

15 

14 

15 

15 

16 

Canada 

14 

9 

10 

13 

13 

12 

F  -  Forecast.  1/  Aggregate  of  local  marketing  years.  2/  Wheat  is  a  July/June  trade 
year,  coarse  grain  is  October/September,  and  rice  is  calendar  year.  Excludes  intra-EC 
trade,  except  for  rice. 
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Former  USSR  Grain  Production  and  Trade 

Net  imports  , 

Million  metric  tons 
60 


1970/71      75/76  80/81 

1992/93  forecast. 
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Former  USSR:   Grain  Supply  and  Utilization  1/ 


Item 

1987/88 

1988/89 

1989/90 

1990/91 

1991/92  E 

1992/93  F 

Million 

tons 

Production 

183 

170 

186 

207 

152 

183 

Imports , 

total  2/ 

32.0 

39.0 

39.5 

26.4 

41.6 

31.1 

from  U.S. 

16.5 

21.4 

22.7 

8.9 

16.4 

NA 

Exports  U 

2.5 

3.2 

3.4 

3.1 

1.1 

1.2 

Utilization, 

total 

211 

210 

220 

229 

200 

202 

feed 

137 

135 

145 

154 

123 

118 

Stock  change 

+4 

-2 

+4 

+4 

-8 

+11 

E  -  Estimate.   F  -  Forecast.   NA  -  Not  Available. 

1/  Includes  wheat,  coarse  grains,  and  rice.   2/  Wheat  and  coarse  grain  trade  is 

on  a  July/June  basis;  rice  is  on  a  calendar  year  basis. 


32 


351 


World  Wheat  Exports  and  U.S.  Share 


Million  Metric  tons 
125t 
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Percent 

riOO 
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Uorld  Wheat  Supply  and  Use   and  U.S.    Wheat  Exports 


Item 

1987/88 

1988/89 

1989/90 

1990/91 

1991/92 

1992/93  F 

Milli 

on  tons 

World  1/ 

Production 

495.7 

495.0 

532.9 

588.1 

542.8 

556.4 

Use 

524.9 

525.4 

529.9 

565.3 

556.7 

549.9 

Ending  stocks 

148.4 

118.0 

120.9 

143.8 

129.8 

136.2 

Exports  2/ 

World 

107.1 

97.9 

97.0 

94.4 

108.2 

102.5 

U.S. 

43.4 

37.6 

33.5 

28.3 

35.1 

36.5 

Percent 

Trade  share 

U.S. 

41 

38 

35 

30 

32 

36 

EC 

15 

21 

22 

22 

19 

21 

Canada 

22 

14 

18 

22 

22 

21 

F  -  Forecast. 

1/  Aggregate  of  local  marketing  years. 
Excludes  intra- EC  trade. 


i/  July- June  trade  year. 
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U.S.  WHEAT  SUPPLY  AND  DEMAND 


» 

1990/91 

1991/92 

1992/93  F 

CHANGE  FROM 
YEAR  AGO 

MILLION  BUSHELS 

PERCENT 

BEGINNING  STOCKS 

536 

866 

472 

-45 

PRODUCTION 
TOTAI.  SUPPLY 

2,736 
3,309 

1,981 
2,888 

2,459 
2,986 

+24 
+3 

FOOD  USB 

785 

785 

830 

+5 

SEED 

90 

94 

95 

+1 

FEED  fc  RES. 
DOHBSTIC  USB 

499 
1,375 

257 
1,135 

225 
1,150 

+1 
+5 

EXPORTS 
TOTAL  USB 

1,068 
2,443 

1,281 
2,416 

1,350 
2,500 

+5 
+3 

ENDING  STOCKS 

866 

472 
PERCENT 

486 

+3 

STOCKS/USB  RATIO 

35 

20 

19 

-5 

DOLLARS  PER 

BUSHEL 

' 

AVG.  HARKET  PRICE 
LOAN  RATB 

2.61 
1.95 

3.00 
2.04 

3 

.20-3.40 
2.21 

+7  to  +13 
+8 

F  >  Forttcast. 
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World  Coarse  Grain  Exports  and  U.S.  Share 


Million  Metric  tons 
120 


Percent 
150 


-125 


-100 


0 

1970/71  75/76  80/81 

1992/93  lor»cast  IndudM  «mMt  Hour.  mdudM  Intta-EC  trad*. 
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World  Coarse  Grain  Supply  and  Use  and  U.S.  Coarse  Grain  Exports 


Item 

1987/88 

1988/89 

1989/90 

1990/91 

1991/92 

1992/93  F 

Million  tons 

World  1/ 

Production 

783.9 

721.1 

792.5 

819.5 

798.8 

842.5 

Use 

804.9 

786.1 

816.8 

807.2 

803.6 

820.2 

Ending  stocks 

214.7 

149.7 

125.3 

137.9 

133.1 

155.3 

Trade  2/ 

World 

84.0 

96.0 

102.0 

87.8 

93.7 

90.1 

U.S. 

53.5 

61.3 

69.1 

51.8 
Percent 

50.2 

52.5 

Trade  share 

U.S. 

64 

64 

68 

59 

54 

SB 

EC 

10 

11 

8 

9 

11 

12 

China 

5 

5 

3 

8 

9 

9 

F  -  Forecast.   1/  Aggregate  of  local  marketing  years.   2/  October-September 
trade  year.  Excludes  intra-EC  trade. 
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U.S.  FEED  GRAINS  SUPPLY  AND  DEMAND 


1990/91 

1991/92 
MILLION  TONS 

1992/93  F 

CHANGE  FROM 
YEAR  AGO 

PERCENT 

BEGINNING  STOCKS 

45.5 

47.7 

34.0 

-29 

PRODUCTION 
TOTAL  SUPPLY 

230.5 
277.3 

218.4 
268.2 

277.4 
312.5 

+27 
+17 

FOOD,  SEED,  t 
INDUSTRY 

40.5 

42.2 

43.6 

+3 

FEED  &  RES. 
DOMESTIC  USE 

137.6 
178.1 

142.3 
184.  S 

152.4 
195.9 

+7 
+6 

EXPORTS 
TOTAL  USE 

51.5 
229.6 

49.7 
234.2 

51.6 
247.5 

+4 
+6 

ENDING  STOCKS 

47.7 

34.0 
PERCENT 

65.0 

+91 

STOCKS/USE  RATIO 

21 

15 

26 

+73 

F  »  Forecast. 
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U.S.  CORN  SUPPLY  AND  DEMAND 


1990/91 

1991/92 
MILLION  BUSHELS 

1992/93  F 

CHANGE  FROM 
YEAR  AGO 

PERCENT 

BEGINNING  STOCKS 

1,344 

1,521 

1,100 

-28 

PRODUCTION 
TOTAL  SUPPLY 

7,934 
9,282 

7,475 
9,016 

9,479 
10,582 

+27 
+17 

FOOD,  SEED,  k 
INDUSTRY 

1,367 

1,434 

1,485 

+4 

FEED  t  RES. 
DOMESTIC  USE 

4,669 
6,036 

4,898 
6,332 

5,200 
6,685 

+6 
+« 

EXPORTS 
TOTAL  USE 

1,725 
7,761 

1,584 
7,916 

1,650 
8,335 

+4 
+5 

ENDING  STOCKS 

1,521 

1,100 
PERCENT 

2,247 

+104 

STOCKS/USE  RATIO 

20 

14 

27 

+93 

DOLLARS  PER  BUSHEL,  CORN 

AVG.  MARKET  PRICE 
LOAN  RATE 

2.28 
1.57 

2.37 
1.62 

1.90-2.20 
1.72 

-20  to  -7 
+6 

F  -  Foracaat. 
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World  Ric«  Exports  and  U.S.  Share 


Million  Metric  tons 
18 


IS  - 


12  ■  — 


1992/93  toracut 


World  Rice  Supply  and  Use  and  U.S.    Rice   Exports 


Item 

1987/88 

1988/89 

1989/90 

1990/91 

1991/92 

1992/93  F 

Million  tons. 

Billed  basis 

World  1/ 

Production 

314.5 

330.0 

342.6 

350.5 

348.4 

351.6 

Use 

320.8 

327.6 

335.8 

345.6 

353.0 

355.2 

Ending  stocks 

45.9 

48.3 

55.1 

60.4 

55.9 

52.3 

Exports  2/ 

World 

11.9 

15.1 

12.1 

12.7 

14.9 

14.5 

U.S. 

2.2 

3.0 

2.4 

2.2 

2.2 

2.4 

Percent 

Trade  share 

19 

20 

20 

17 

14 

17 

Thailand 

40 

40 

32 

31 

32 

30 

Vietnam 

1 

9 

12 

8 

13 

13 

F  -  Forecast. 

1/  Aggregate  of  local  narketlng  years.  U   Exports  are  calendar  year  Indicated 
by  second  half  of  spilt  year. 
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U.S.  RICE  SUPPLY  AND  DEMAND 


1990/91 

1991/92 

1992/93  F 

CHANGE  FROM 
YEAR  AGO 

MILLION  CWT 

PERCENT 

BEGINNING  STOCKS 

26.4 

24.6 

27.3 

+11 

PRODUCTION 
TOTAL  SUPPLY 

156.1 
187.2 

157.5 
187.3 

179.1 
212.1 

+14 
+13 

DOMESTIC  USE 

91.7 

93.7 

98.0 

+5 

EXPORTS 
TOTAL  USE 

70.9 
162.7 

66.4 
160.1 

76.0 
174.0 

+14 
+9 

ENDING  STOCKS 

24.6 

27.3 
PERCENT 

38.1 

+40 

STOCKS/USE  RATIO 

15 

17 
DOLLARS  PER 

CWT 

22 

+29 

AVG.  MARKET  PRICE 
LOAN  RATE 

6.70 
6.50 

7.58 
6.50 

5.85-6.35 
6.50 

-23  to  -16 
0 

P  -  Forecast. 
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OILSEEDS 

*  World  oilseed  production  In  1992/93  la  forecast  to  rise  only  1  percent  to 
a  record  225.0  ■llllon  tons.   Record  yields  boosted  U.S.  production  7  percent 
to  68.7  Billion  tons,  a  level  exceeded  only  In  1979/80  when  U.S.  oilseeds 
acreage  was  soae  94  allllon  acres  coapared  with  1992/93' s  77  allllon.   Foreign 
oilseed  production  declined  2  percent  In  1992/93,  nostly  because  of  lower 
oilseed  crop  yields  In  China,  the  EC,  and  Canada. 

*  Global  soybean  production  in  1992/93  Is  forecast  at  113.6  million  tons, 
6.6  percent  above  1991/92.   The  United  States  is  the  big  factor,  but  South 
America's  soybean  crops  this  spring  are  likely  to  be  up  3  to  5  percent  as 
well.   Planting  and  growing  conditions  through  January  were  quite  good  in  both 
Brazil  and  Argentina.   Area  is  up  in  Brazil,  helped  by  greater  credit 
availability  for  growers  following  last  year's  credit  rationing. 

*  World  production  of  other  oilseeds  is  off  S  percent  in  1992/93,  with  less 
rapeseed  in  the  EC  and  Canada  and  cottonseed  in  China.   U.S.  production  of 
minor  oilseeds  is  forecast  at  1.5  ■llllon  tons,  23  percent  below  1991/92. 
Despite  the  greater  flexibility  provisions  in  the  1990  Farm  Act,  lower 
relative  returns  compared  to  competing  crops  led  growers  to  cut  back  plantings 
of  minor  oilseeds. 

*  World  trade  in  oilseeds  and  products  is  rather  lackluster  in  1992/93 
although  U.S.  soybean  exports  have  been  helped  by  short  crops  of  other 
oilseeds  in  China,  the  EC,  and  Canada,  and  by  low  soybean  inventories  in  South 
America  this  past  fall.   Principal  markets  for  U.S.  soybeans  this  year  are  the 
EC  and  several  East  Asian  markets.   Soybean  meal  exports  in  1992/93  are  down 
because  of  weak  demand  in  the  former  Soviet  Union  and  parts  of  Eastern  Europe.. 
The  U.S.  share  of  global  soybean  trade  is  forecast  to  gain  slightly  to  42 
percent  in  1992/93,  compared  with  the  1990/91  low  of  36  percent. 

*  U.S.  vegetable  oil  exports  are  up  in  1992/93,  helped  by  additional 
shipments  under  the  EEP,  SOAP  and  COAP  programs.   With  short  U.S.  cottonseed 
and  sunflowerseed  crops  in  1992/93,  higher  U.S.  sunflowerseed  and  cottonseed 
oil  exports  are  raising  prices  and  rationing  domestic  use.   Stronger  soybean 
oil  exports  along  with  unusually  low  soybean  oil  extraction  rates  also  have 
contributed  to  a  sharp  drawdotm  in  surplus  U.S.  soybean  oil  inventories. 

*  U.S.  soybean  cmsh  is  forecast  to  rise  only  1  percent  in  1992/93  to  a 
record  1,265  million  bushels.   Strong  domestic  demand  for  soybean  meal  is  more 
than  offsetting  weakness  in  U.S.  soybean  meal  exports. 

*  While  U.S.  soybean  use  is  forecast  up  a  respectable  4  percent,  supply  is 
rising  by  7  percent,  and  stocks  will  build  in  1992/93  to  a  forecast  355 
million  bushels.   Season- average  prices  as  a  result  likely  will  average  a 
little  lower  for  the  year  at  $5.30  to  $5.50  per  bushel,  compared  with  $5.58 
last  year.   Nevertheless,  soybean  planted  acres  in  1993  could  rise  slightly 
from  this  year's  59.3  million  acres  as  relative  crop  returns  favor  soybeans. 
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World  Soybean  Exports  and  U.S.  Share 


Million  Metric  tons 
70 


1970/71  75/76  80/81 

1992/93  kxecasL  Indudas  whaat  flour.  ucdudM  intra-EC  trad*. 


85/87 


90/91 


Percent 
140 


World   Soybean   Supply   and  Use   and  U.S.    Soybean   Exports    \J 


Item 

1987/88 

1988/89 

1989/90 

1990/91 

1991/92 

1992/93  F 

Million  tons 

World 

Production 

103.7 

95.6 

107.4 

104.2 

106.5 

113.6 

Use 

104.9 

99.3 

104.6 

104.5 

109.7 

111.8 

Ending  stocks 

19.7 

17.9 

20.2 

20.1 

18.0 

19.8 

Exports  1/ 

World 

61.0 

54.8 

59.8 

58.7 

64.2 

64.1 

U.S. 

29.6 

20.5 

23.0 

21.3 
Percent 

26.4 

27.2 

U.S.  trade 

share  2/ 

49 

37 

38 

36 

41 

42 

Brazil 

20 

29 

26 

22 

23 

22 

Argentina 

12 

12 

15 

19 

17 

17 

F  -  Forecast.      \J  Local  marketing  year  basis,    except   for  Argentina  and  Brazil, 
which  are   on  an  October -September  year.      2/   Includes   soybean  meal   on  a  soybean 
equivalent   basis. 
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U.S.  SOYBEANS  SUPPLY  AND  DEMAND 


1990/91 

1991/92 

1992/93  F 

CHANGE  FROM 
YEAR  AGO 

MILLION  BUSHELS 

PERCENT 

BEGINNING  STOCKS 

239 

329 

278 

-16 

PRODUCTION 
TOTAL  SUPPLY 

1,926 
2,168 

1,987 
2,319 

2,197 
2,477 

+11 
+7 

CRUSHINGS 

1,187 

1,254 

1,265 

+1 

SEED  AND  FEED 
DOMESTIC  USE 

•55 
1,242 

55 

1,309 

56 
1,321 

+2 
+1 

EXPORTS 
TOTAL  USE 

557 
1,839 

685 
2,041 

745 
2,122 

+9 

+4 

ENDING  STOCKS 

329 

278 
PERCENT 

355 

•t-28 

STOCKS/USE  RATIO 

18 

14 

17 

+21 

DOLLARS  PER 

BUSHEL 

AVG.  MARKET  PRICE 
LOAN  RATE 

5.74 
4.50 

5.60 
5.02 

5.30-5.50 
5.02 

-5  to  -2 

P  •  Foracast. 
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U.S.  Oilseed  Production,  1992 


Mustard  and 
"^  flaxseed 
Rapeseed 
Safflower 


Sunflower 


Million  metric  tons 
Soybeans    □  Cottonseed    ^  Peanuts  ■  Minor  oilseeds 

Minor  Oilseed  Production  1/ 


Item 


1982 


1987 


1991 


1992 


Sunflower 
Flaxseed 
Rapeseed  2/ 
Safflower 
Mustard 


1 

000 

metric 

tons 

2,419 

1 

,183 

1 

.639 

1.181 

261 

189 

157 

84 

3 

21 

94 

85 

108 

147 

114 

185 

10 

8 

8 

7 

1/  Data  for  1982  and  1987  are  from  the  Census  of  Agriculture 
for  rapeseed,  safflower,  and  mustard.   Data  for  these  oilseeds 
in  1992  are  from  the  1992  Crop  Production  Summary  (NASS)  of 
minor  oilseeds.   2/  In  1992,  canola  accounted  for  92  percent  of 
total  U.S.  rapeseed  production. 


43 


362 


COTTON 

*  The  world  cotton  outlook  for  1992/93  is  highlighted  by  a  close  balance 
between  production  and  consumption,  with  prices  under  pressure  from  relatively 
large  stocks.   Vorld  output  is  projected  at  nearly  86  million  bales,  down  10 
million  from  last  season's  record,  reflecting  smaller  crops  in  China,  the 
United  States,  Pakistan  and  the  former  Soviet  Union  (FSU) .   Global  consumption 
also  is  estimated  at  nearly  86  million  bales,  less  than  1  percent  above 
1991/92,  as  sluggish  textile  activity  continues  to  limit  growth  in  parts,  of 
Europe,  the  Far  East  and  the  FSU.   Vorld  ending  stocks  are  expected  to  remain 
near  their  beginning  level  of  slightly  over  40  million  bales. 

*  Global  cotton  trade  during  1992/93  is  projected  to  remain  near  last 
season's  22  million  bales,  reflecting  slightly  smaller  use  in  major  Importing 
countries  and  continuing  emphasis  on  value-added  textile  exports  by  some  large 
producing  countries,  particularly  Pakistan.   Faced  with  more  Intense 
competition,  the  U.S.  share  of  cotton  trade  is  expected  to  drop  3  percentage 
points  to  27  percent,  slightly  below  the  long- tern  average. 

*  The  1992/93  U.S.  cotton  outlook  features  a  smaller  crop,  a  little  less 
use,  and  a  moderate  buildup  in  stocks.   Despite  near-record  yields,  smaller 
harvested  acreage  cut  production  8  percent  to  16.3  million  bales.   Total  use 
may  slip  about  3  percent,  as  exports  decline  10  percent  to  6  million  bales. 
However,  domestic  demand  continues  strong  and  mill  use  is  rising  1  percent  to 
9.7  million  bales.   Stocks  are  projected  to  increase  about  one-fifth  to  4.4 
million  bales.   This  equuils  28  percent  of  expected  use,  up  from  last  season's 
relatively  low  23  percent,  but  still  shy  of  the  30-percent  target  in  current 
legislation. 
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World  Cotton  Exports  and  U.S.  Share 


MUiion  Metric  tons 
30 


Percent 
50 


1992/93 


World  Cotton  Supply  and  U.S.  Cotton  Exports  1/ 


I  ten 

1987/88 

1988/89 

1989/90    1990/91 

1991/92 

1992/93  F 

Million  480-pound  bales 

World 

Production 

81.1 

84.4 

79.8       87.0 

96.0 

85.7 

Use 

84.1 

85.3 

86.7       85.5 

85.0 

85.6 

Ending  stocks 

32.8 

31.9 

26.3       28.7 

40.5 

40.8 

Exports  2/ 

World 

23.1 

25.8 

23.9       22.9 

22.3 

22.3 

U.S. 

6.6 

6.2 

7.7        7.8 
Percent 

6.7 

6.0 

Trade  Share 

U.S. 

29 

24 

32         34 

30 

27 

FSU-12 

15 

14 

14         9 

16 

18 

Pakistan 

10 

15 

6         6 

9 

9 

F  -  Forecast. 

1/  Local  laarketing  year  basis. 


2/  August/ July  trade  year. 
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U.S.  COTTON  SUPPLY  AND  DEMAND 


1990/91 

1991/92    1992/93 

F 

CHANGE  FROM 
YEAR  AGO 

MILLION 

480-POUND 

BALES 

PERCENT 

BEGINNING  STOCKS 

3.00 

2.34 

3.70 

+58 

PRODUCTION 
TOTAL  SUPPLY 

15.51 
18.51 

17.61 
19.97 

16.26 
19.96 

-8 
+1 

MILL  USE 

8.66 

9.61 

9.70 

+1 

EXPORTS 
TOTAL  USE 

7.79 
16.45 

6.65 
16.25 

6.00 
15.70 

-10 
-3 

ENDING  STOCKS 

2.34 

3.70 
PERCENT 

4.40 

+19 

STOCKS/USE  RATIO 

14 

23 

28 

+22 

CENTS  PER  POUND 

AVG.  MARKET  PRICE 
LOAN  RATE,  UPLAND 

68.20 
50.27 

58.30  1/ 
50.77 

52.35 

+3 

1/  August-March  1992  weighted  average 

F  «  Forecast. 
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SUGAR,  HORTICULTURAL  PRODUCTS  AND  TOBACCO 

*  World  sugar  production  la  axpoctad  to  daclln*  In  1992/93.   Still, 
production  la  llkaly  to  axcaad  conauaptlon  for  th«  fourth  atralght  year, 
leaving  world  stocks  at  tha  end  of  tha  season  slightly  above  laat  year's  high 
level.   World  prices  are  not  likely  to  stray  far  fro*  the  8-  to  10-cent  band 
of  the  last  2  years. 

*  U.S.  sugar  production  In  fiscal  year  1992/93  Is  forecast  at  a  record  7.6 
million  short  tons,  raw  value,  up  4  percent  from  last  year.   Larger  acreage 
and  good  growing  conditions  In  aost  regions  aore  than  offset  hurricane  danage 
Co  sugarcane  In  Louisiana  and  Hawaii.   Doaestlc  sugar  use  Is  expected  to  rise 
about  l.S  percent  to  a  little  over  9  Billion  short  tons. 

*  The  tariff  rate  Inport  quota  for  sugar  In  1992/93  Is  1.36  allllon  short 
tons,  down  10  percent  froa  last  year.   The  Food,  Agriculture,  Conservation  and 
Trade  Act  of  1990  requires  the  Secretary  to  Impose  marketing  allotments  on 
domestic  producers  If  USDA  forecasts  Indicate  Import  needs  of  less  than  1.2S 
short  tons. 

*  The  U.S.  domestic  price  for  raw  sugar  In  January  1993  averaged  20.8  cents 
per  pound,  the  lowest  since  1986. 

*  U.S.  per  capita  consumption  of  caloric  sweetenars  has  Increased  steadily 
through  the  last  decade.  An  additional  1.4  percent  growth  Is  forecast  In 
1993.  Com  sweetener  consumption  Is  Increasing  aore  rapidly  than  sugar 
consumption. 

*  Grower  cash  receipts  from  vegetables  (excluding  mushrooms)  are  forecast  at 
$11.8  billion  in  1993,  up  slightly  from  1992.  A  smaller  fall  1992  harvest  has 
Improved  grower  prices  for  potatoes. 

*  Cash  receipts  for  fruit  and  nuts  may  Increase  in  1993.  Apple  growers 
harvested  a  record  crop  in  late  1992.  Orange  production  is  1992/93  is 
forecast  up  27  percent  from  the  previous  season,  and  second  only  to  the  record 
harvest  of  1979/80.   Futures  market  prices  for  orange  Juice  in  early  1993  were 
at  their  lowest  point  in  16  years. 

*  Horticultural  product  exports  in  fiscal  year  1993  are  forecast  at  $7.2 
billion,  up  5  percent  froa  last  year.  The  forecast  is  well  below  the  14- 
percent  leap  of  fiscal  year  1992  because  of  an  economic  slowdown  in  aajor 
aarket  countries. 

*  The  greenhouse  and  nursery  industry  continues  to  expand.  Grower  receipts 
in  1993  are  forecast  at  $8.8  billion,  up  5  percent  froa  last  year. 

*  The  U.S.  tobacco  crop  was  up  1  percent  in  1992,  and  1992/93  beginning 
stocks  also  were  up.  However,  prices  are  stable,  dua  in  part  to  higher 
support  prices. 
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U.S.  Sugar  Production  and  imports 

Million  short  tons,  raw  valiM 
8 


\^ 

ProducMon 

x^^^-^ 

,. •. 
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.♦• 

lfiipofts\ 
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■•••••.... 
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•.. 

'               ' 

I 1 
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__i 1 ■         ■         ■         ■ 1 

197^6 
1992/93  toracast 


78^9 


81/82 


84/85 
fiscal  years 


87/88 


90/91 


U.S.  Sugar  Supply  and  Use,  Fiscal  Yaars 


Description 


1987/88   1988/89   1989/90   1990/91   1991/92 


1992/93  F 


Beginning  stocks  1/      1,A97 


Total  production 
Total  Inports  2/ 
Total  supply 

Total  exports 
Total  deliveries 
Total  use  X/ 

Ending  stocks  \J 


7,146 
1.291 
9,934 

440 
8,193 
8,618 

1.316 


1,000  short  tons,  raw  value 
1.316     1,224     1,210     1,513 


6,712 

2.062 

10,090 

516 
8,264 
8,866 

1.224 


6.623 

2.568 

10,415 

614 
8.531 
9,205 

1.210 


6,915 

2,825 

10.950 

682 
8.773 
9.437 

1,513 


7,279 

2.130 

10.922 

635 
8.892 
9,564 

1,358 


1.358 

7.600 

1,927 

10,885 

490 
9,025 
9.590 

1.345 


F  -  Forecast. 

1/  Stocks  In  hands  of  U.S.  prloary  distributors  and  CCC.  2J   Quota  sugar  Imports 
were  0.87.  1.38.  1.95,  2.3,  1.5  ■llllon.  In  1987/88-1991/92.  and  are  forecast  at  1.3 
million  In  fiscal  1992/93.  ^  Includes  CCC  disposal,  polyhydrlc  alcohol,  refining 
loss,  and  statistical  discrepancy  as  well  as  total  deliveries  and  total  exports. 
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U.S.  Caloric  Sweetener  Consumption 


Pounds  per  capita 
150  I 


Al  catoric  sweeteners 


100 


...     Sugar 


50 


'■■■■'''■'■' L. 


.J I L_ 


1975  77 


79 


81 


83  85 

Calendar  year 


87 


1993  forecast  Catoric  so— t»n»r»  jndud*  sugar,  com  swsalsrwrs,  honsy.  and  adibla  syrup*. 


89 


Per  Capita  Constimpcion  of  Caloric  Sweeteners,  Calendar  Years 


91 


93 


Item 


1988 


1989 


1990     1991 


1992 


1993  F 


Sugar  use  1/ 

All  caloric 
sweeteners  2/ 


62.1 


Pounds 
62.8      64.4     63.7 


135.1     136.4     139.0    139.6 


64.6     65.0 


142.0    143.5 


F  -  Forecast. 

1/  Does  not  include  sugar  in  imported  blends.  2/  Comprises  sugar,  com 
sweeteners,  honey,  and  edible  syrups. 
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OUmt  Crops' Shara  of  Cash  Racsipts 


368 


Sugar  and  Miscalaneous 
11.0% 

Totocco7.3% 


Graonhouse  and  fNnary 
22.S% 


Fn«  and  nul  27.3% 


Vag«lablas31.9% 


l98>-aaav«ragt. 


Ocher  Crops:   Cash  Receipts 


Crop 

1988 

1989 

1990 

1991 

1992  F 

Million  dollars 

1 

Vegetables 

9,787 

11.534 

11,455 

11.293 

12,000 

Fruits  &  nuts 

9.202 

9.296 

9.534 

9,882 

10,000 

Greenhouse  &  nursery 

7,081 

7.617 

8.227 

8.405 

9,000 

Tobacco 

2,083 

2.415 

2.741 

2.886 

3,000 

Miscellaneous 

3,691 

3.818 

4.057 

4.110 

4,000 

Total 

31.844 

34,680 

36,014 

36,576 

38,000 

Forecast. 
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Ocher  Crops:   Leading  Products,  1991 


Produce  Cash  receipts 

Million  dollars 
Fruit  and  nuts 

Apples  1.659 

Grapes  1,619 

Oranges  1,565 

Strawberries  63^ 

Almonds  540 

Peaches               ,  392 

Vegetables       •  ; 

Potatoes  2,048 

Tomatoes  1,799 

Lettuce  818- 

Onions  604 

Beans,  dry  512 

Com,  sweet  494 


ocher 

Sugarbeets  1,217 

Cane  for  sugar  902 

Mushrooms  668 
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Horticultural  Product  Exports 


%  on  980 
250  I 


225 
200  ■ 
175  - 
150 
1251- 
100 
75 


50 
1980 

1993tor*catL 


•""x: 

other  exports 


HorticuRural  products 


■  ■ 


82 


84 


86 

Calandaryaar 


88 


90 


92 


Horticultural  Product  Exports  X/ 


Fiscal  years 

1988 

1989 

1990     1991 

1992 

1993  F 

Billion  dollars 

Horticultural 

3.9 

4.2 

5.2      6.0 

6.7 

7.1 

Fruits 

1.7 

1.8 

2.2      2.4 

2.8 

3.0 

Hues 

.9 

.9 

.9      1.0 

1.1 

1.1 

Vegetables 

1.3 

1.6 

2.1      2.6 
Percent 

2.8 

3.0 

Share  of  total 

agricultural 

exports 

11.0 

10.6 

12.9     16.0 

1^.0 

17.1 

F  -  Forecast. 

\J   Fiscal  year  data. 
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LIVESTOCK  AND  POULTRY 

*  World  neAC  production  Is  rising  in  1993,  with  both  pork  and  poultry 
gaining.   Pork  production  is  expected  to  increase  more  than  3  percent  this 
year  after  having  been  up  about  2  percent  in  1991  and  1992.   Beef  production 
likely  will  slip  slightly  this  year,  following  a  decline  of  nearly  2  percent 
in  1992.   World  poultry  aeat  production  is  expected  to  increase  over  4  percent 
in  1993,  continuing  the  strong  upward  trend  in  output.   Poultry  meat  output 
was  up  nearly  4  percent  in  1992  and  nore  than  S  percent  in  both  1990  and  1991. 

*  U.S.  total  meat  output  continues  to  Increase,  setting  a  record  each  year. 
In  1993,  meat  production  is  expected  to  increase  about  3  percent  from  the 
year-earlier  level.   With  large  increases  in  both  pork  and  broilers,  total 
meat  production  in  1992  was  up  more  than  k   percent. 

*  The  large  increases  in  meat  output  have  pushed  U.S.  per  capita  meat 
consumption  to  unprecedented  levels.   Per  capita  consumption  likely  will  top 
212  pounds  (retail  weight  basis)  in  1993,  up  from  around  209  last  year.   Per 
capita  consumption  was  199-200  pounds  from  I98S  through  1987  and  200-203 
pounds  from  1988  through  1991.   Year -after -year  gains  in  poultry  account  for 
most  of  the  increase  seen  since  the  mid  1980' s.   But,  pork  consumption 
increased  sharply  in  1992  and  another  increase  is  likely  In  1993. 

*  U.S.  beef  production  in  1992  was  up  almost  1  percent  as  a  result  of 
slightly  heavier  weights  and  a  little  larger  slaughter.   During  the  first  half 
of  the  year,  slaughter  weights  were  up  sharply  from  the  year-earlier  level, 
but  later  in  the  year  they  fell  short  of  the  high  levels  of  the  last  half  of 
1991.   Fed  cattle  slaughter  in  1992  was  down  a  little  from  the  1991  level  but 
cow  slaughter  increased.   Cow  slaughter  in  1991  was  probably  at  its  low  point 
for  this  phase  of  the  cattle  cycle.   Cow  slaughter  is  expected  to  rise 
slightly  in  1993.   Fed  cattle  slaughter  in  1993  is  forecast  to  Increase  as  a 
growing  cattle  Inventory  supplies  larger  numbers  of  calves  to  go  Into 
feedlots.   Relatively  low  feed  prices  will  also  help  support  more  cattle 
feeding  this  year.   Average  slaughter  weights  likely  will  hold  near  the  high 
levels  of  1992  and  beef  production  is  expected  to  Increase  1-2  percent. 

*  Fed  cattle  prices  were  reaarkably  stable  In  1992  with  quarterly  averages 
showing  only  about  a  $2  per  c%rt  variation.   For  the  year.  Choice  slaughter 
steer  prices  for  the  Nebraska  direct  market  averaged  around  $75  per  cwt. 
Prices  are  forecast  to  average  around  $74  in  1993.   A  stronger  economy  is 
expected  to  help  offset  the  effect  o£  slightly  larger  beef  output  and  a  large 
increase  in  pork  and  poultry. 

*  Pork  producers  had  favorable  returns  for  over  2  years  before  margins  were 
squeezed  in  late  1991  by  declining  hog  prices.   Returns  were  still  squeezed  in 
1992  but  hog  prices  generally  remained  above  cash  production  costs.  Hog 
producers  are  still  Increasing  their  inventories  despite  the  squeeze  on 
returns.  On  Deceober  1,  1992,  the  inventory  of  all  hogs  and  pigs  was  up  4 
percent  from  a  year  earlier.   Pork  production  was  up  almost  8  percent  In  1992 
and  further  Increases  are  anticipated  this  year.  The  larger  pork  and  total 
meat  supplies  resulted  in  lower  hog  prices.  LASt  year  hog  prices  averaged 
about  $6.50  per  cwt  below  the  1991  level.  This  year  prices  are  expected  to 
slip  only  slightly  from  the  1992  average. 


S3 


372 


*  Broiler  production  continued  Its  upward  trend  in  1992,  increasing  over  6 
percent,  about  the  sane  gain  as  seen  in  1991.   Broiler  prices  in  1992  averaged 
nearly  the  sana  as  the  previous  year's  level,  and  producers  still  had 
favorable  returns.'  Production  gains  will  slow  to  around  A  percent  in  1993. 
Broiler  prices  in  1993  are  expected  to  average  about  the  same  as  in  1992. 

*  From  1985  through  1990,  turkey  production  increased  about  60  percent.   But 
production  gains  slowed  after  producers  had  poor  returns  in  1991  and  1992. 
Output  was  up  2  percent  in  1991  and  about  3  1/2  percent  in  1992.   Returns 
continue  to  be  squeezed  by  relatively  low  turkey  prices  and  this  likely  will 
keep  the  brakes  on  expansion  this  year,  holding  the  increase  to  1-2  percent. 

*  U.S.  beef  imports  totaled  a  little  over  2 A   billion  pounds  in  1992,  up 
slightly  from  the  1991  level.   Imports  in  1992  were  equal  to  slightly  more 
than  10  percent  of  U.S.  beef  production.   Beef  imports  are  expected  to  decline 
around  3  percent  in  1993.   Beef  exports  increased  sharply  again  in  1992, 
rising  over  11  percent  above  the  year-earlier  level  and  almost  a  third  above 
1990.   Exports  in  1992  were  equal  to  nearly  6  percent  of  U.S.  beef  production. 
Further  increases  in  exports  are  anticipated  for  1993  as  shipments  to  the 
Japanese  and  other  Asian  markets  continue  to  expand. 

*  U.S.  pork  imports  in  1992  were  down  around  17  percent  from  the 
year-earlier  level  as  imports  from  the  major  exporters,  particularly  Denmark, 
declined.   In  1993,  imports  likely  will  increase  some,  but  continued  low  U.S. 
pork  prices  will  not  make  the  U.S.  market  as  attractive  as  It  was  a  few  years 
ago.   U.S.  pork  exports  in  1992  increased  about  40  percent  from  the  1991 
level.   Sharp  increases  in  exports  to  Japan  and  Mexico  were  primary 
contributors.   Exports  are  expected  to  Increase  about  13  percent  this  year. 
In  1992,  pork  imports  we're  equal  to  less  than  4  percent  of  U.S.  pork 
production  while  exports  were  equal  to  a  little  over  2  percent. 

*  Exports  of  broiler  meat  increased  about  IS  percent  in  1992,  equaling  about 
7  percent  of  production.   There  were  gains  for  most  of  the  major  markets,  but  > 
exports  to  the  former  USSR  were  off  sharply.   Exports  to  the  traditional 
markets  are  likely  to  rcBAin  strong  in  1993,  resulting  in  a  small  increase  in 
total  exports. 

*  Retail  meat  prices  declined  about  1- percent  in  1992  while  poultry  prices 
were  little  changed  from  a  year  earlier.   With  the  large  meat  and  poultry 
supplies  anticipated  for  1993,  retail  meat  and  poultry  prices  are  expected  to 
decline  slightly.   Retail  beef  prices  are  expected  to  be  about  unchanged  while 
pork  prices  slip  slightly  and  poultry  prices  decline  1-2  percent. 
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as.  and  WorM  Itoat  Production 


U.S.    «nd  World  Meat  Production 


Icea 

1980 

1989 

1990 

1991 

1992  P 

1993  F 

Million 

■etrlc  tons 

B«ef  and  v«al 

U.S. 

10.0 

10.6 

10. S 

10.5 

10.6 

10.8 

World 

40.8 

48.4 

49.1 

48.9 

47.8 

47.8 

Pork 

U.S. 

7.5 

7.2 

7.0 

7.3 

7.8 

8.1 

World 

48.8 

63. S 

64.8 

65.9 

67.1 

69.3 

Poultry 

U.S. 

6.4 

9.9 

10.6 

11.2 

11.9 

12.2 

World 

22.2 

34.0 

3S.8 

37.8 

39.2 

40.9 

Liuab,  anttton,  and  goat 

U.S. 

0.1 

0.2 

0.2 

0.2 

0.2 

0.2 

World 

4.9 

6.1 

6.4 

6.5 

6.3 

6.3 

F  -  Forecast.      P  -  Prallalnary. 
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U.S.  Per  Capita  M«at  Consumption 


1970-74 
1993  picMnwy.  saa  Imcail 


75-79 


80-84 


Per  Capita  Meat  Consumption  (Retail  Weight  Basis) 


Item 

1980 

1989 

1990 

1991 

1992  P 

1993  F 

Founds 

Beef 

76.5 

69.3 

67.8 

66.8 

66.4 

66.4 

Veal 

1.5 

1.2 

1.1 

1.0 

1.0 

1.0 

Pork 

57.3 

52.0 

49.8 

50.3 

53.2 

54.5 

Lamb  and  mutton 

1.4 

1.5 

1.5 

1.5 

1.4 

1.4 

Total  red  meat 

136.6 

124.0 

120.1 

119.6 

122.0 

123.3 

Broilers 

47.0 

58.7 

49.8 

63.9 

67.0 

68.8 

Turkeys 

10.5 

17.2 

18.4 

18.0 

17.9 

18.2 

Other  chicken 

3.1 

2.1 

2.2 

1.7 

1.8 

2.2 

Total  poultry 

60.6 

77.2 

80.5 

83.6 

86.7 

89.2 

Total  meat 

197.2 

201.2 

200.6 

203.2 

208.6 

212.5 

P  -  Preliminary. 

F  -  Forecast. 
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U.S.  Red  Meat  and  Poultry  Trade 


BiHion  lbs. 
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2.0 
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.♦ 

1.5 
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1.0 

..•••••■••••• 

....•• / 

OS 

y 

• 

• 

...i^ •• 

0 

•••                                                              —    . 

1970 
1982  pralimlnafy.  1903 


75 


80 
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U.S.  Pork  Trad* 
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BHNonbs. 


1.& 
1.0 

^-v 

Imports^^^^ 

0.5 

"^""^     **■**>*.       ,-,                   ^*" 

Expoits                                                              ..•*** 

!••••**                                                                                                                                                                                                                                                                                                       •• 
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— ■                       *      1^ 1 1 * 1 » ' 1 ' 1 ' « • 1 L  1 i.                      1                      1                       i 

1970  75 

1902  pr«in*Miy.  igsstoraeaat 
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85 


90 


U.S.  Poultry  Trad* 


Billion  !». 
2.0| 


1.5 


1.0 


0.5 


El^XNtS 


■       '       ■       ■       ■ 


1970  75 

199S  priiminaiy.  1W3lar«cast 


80 
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U.S.  Meat  Production  and  Trade 


I  Cent 

1980 

1989 

1990 

1991 

1992  P 

1993  F 

Million  pounds 

Beef 

Production 

21.643 

23.087 

22.743 

22.917 

23,110 

23.492 

Imports 

2.064 

2.178 

2.356 

2.406 

2.420 

2.335 

Exports 

173 

1.023 

1.006 

1.188 

1.325 

1.400 

Pork 

Production 

16.616 

15.813 

15.354 

15,999 

17,240 

17,901 

Imports 

550 

896 

898 

775 

644 

650 

Exports 

252 

262 

238 

283 

397 

<»00 

Poultry 

Net  RTC  Production 

14.173 

21.894 

23.468 

24,701 

26.130 

26,994 

Imports 

0 

0 

0 

0 

0 

0 

Exports 

695 

878 

1.222 

1.392 

1.653 

1,694 

Total  meats 

Net  Production 

53.151 

61.496 

62.255 

64.286 

67.138 

69,056 

Imports 

2.668 

3.137 

3.313 

3.241 

3.130 

3,045 

Exports 

1.126 

2.165 

2.469 

2.867 

3.379 

3,546 

Net  Imports 

1.542 

972 

844 

374 

(249) 

(501) 

Exports (  ) 

Percent  of  production 

Beef 

• 

Imports 

9.5 

9.4 

10.4 

10.5 

10.5 

'  9.9 

Exports 

0.8 

4.4 

4.4 

5.2 

5.7 

6.0 

Pork 

Imports 

3.3 

5.7 

5.8 

4.8 

3.7 

3.6 

Exports 

1.5 

1.7 

1-.6 

1.8 

1.7 

2.2 

Poultry 

Exports 

4.9 

4.0 

5.Z 

5.6 

6.3 

6.3 

Total  meats 

Net  imports 

2.9 

1.6 

1.4 

0.6 

(0.4) 

(0.7) 

P  -  Preliminary.   F  -  Forecast. 
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U.S.  Cattle  and  Calf  Inventory 


Myiionh«ad 
140  I 


130  ■ 


120 


110 


100  - 


'■'''*■*■■' 


19  62  66 

AtolJanuwyl.  1993tor*cMt 


70  74  78 

Calendar  year 


Cattle  Balance  Sheet 


Itea 

1980 

1985 

1990 

1991 

1992 

1993  F 

Million  head 

Beginning  invantoriea 

111.2 

109.6 

98.2 

98.9 

100.1 

102.6 

Calf  crop 

44.9 

41.0 

39.2 

39.3 

39.5 

40.2 

Supply 

156.9 

151.5 

139.5 

140.1 

139.6 

142.8 

Slaughter 

36.8 

40.0 

35.3 

34.3 

34.5 

34.9 

Death  loaa 

5.4 

5.0 

4.4 

4.4 

4.4 

4.4 

Diaappearance 

42.3 

45.2 

39.8 

39.1 

39.2 

39.6 

Ending  inventory 

114.4 

105.4 

98.9 

100.1 

102.6 

105.7 

F  -  Forecast. 
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Beef  Production  and  Steer  Prices 


Dollars  per  cwt 
80 


75  ■ 
70  - 
65 
60 
55 

50 

Billion  pourxis 
25  r 


24 

231- 
22 


21 

80 

1993A3r«CMt 


_i ■  ■  ■ 


85 
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Pork  Production  and  Prices 

Dollars  per  cwt 

60 1 


55- 


50  - 


45- 


40^ 

DMton  pounds 
18 


■  ' 


93 
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Broiler  Production  and  Prices 

Cents  per  pound 

60  T 


55 
50  - 
45  ■ 

40 

Billion  pounds 
23 

20 

17  - 

14  - 

11 

80 

t993)or«casL 


Broiler  prices 


Broiler  production 
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DAIRY 

*  Milk  production  In  1992  v««  up  noarly  2  1/2  percenc  from  th«  previous 
year.   The  size  of  the  dairy  cow  herd  declined  alaost  1  1/2  percent  while 
output  per  cow  Increased  about  4  percent.   Gains  In  output  per  cow  and  total 
■Ilk  production  accelerated  during  the  suaaer,  spurred  mainly  by  unseasonably 
cool  temperatures  In  the  major  dairy  areas  of  the  Midwest  and  Northeast. 

*  The  number  of  milk  cows  Is  expected  to  continue  to  decline  In  1993  but  the 
rate  of  decline  likely  will  slow  from  that  of  the  past  2  years.   Output  per 
cow  Is  expected  to  Increase  In  1993  but  the  gain  will  be  small.   With  more 
normal  temperatures  this  summer,  milk  output  per  cow  during  the  summer  months 
probably  will  not  match  the  high  1992  levels.  Thus,  milk  production  In  1993 
Is  projected  to  be  about  the  same  as  It  was  In  1992. 


*  Commercial  use  of  dairy  products  Increased  around  2  percent  In  1992  after 
having  shown  little  change  In  1991.   In  1993,  commercial  use  Is  again  expected 
to  Increase  about  2  percent,  supported  by  the  stronger  economy. 

*  Among  the  dairy  products,  cheese  has  shown  a  strong  upward  trend  In 
commercial  use  during  the  past  decade.   The  use  of  both  American  Y:heese  and 
other  cheese  has  grown.   Commercial  use  gains  In  1992  were  led  by  the  strong 
movement  of  cheese  and  nonfat  dry  milk.   Vftille  not  showing  as  strong  of  a  gain 
as  cheese,  commercial  use  of  butter  in  1992  also  increased. 

*  In  1992,  milk  prices  began  the  year  sharply  above  the  year-earlier  level. 
The  year -over -year  gains  narrowed  during  the  summer  and  In  the  last  quarter  of 
the  year  prices  dropped  below  the  1991  level.   For  all  of  1992,  the  all-mllk 
price  averaged  $13.10  per  cwt,  86  cents  per  cwt  above  the  1991  average. 
During  most  of  1993  prices  are  expected  to  remain  below  the  level  of  the 
previous  year,  but  fourth-quarter  prices  are  projected  to  average  above  the 
year-earlier  level.   For  all  of  1993,  the  all-milk  price  Is  projected  to 
average  about  SO  cents  b«Iow  the  1992  level.  Large  exports  under  the  Dairy 
Export  Incentive  Program  (DEIP)  are  expected  to  help  support  prices  this  year. 

*  Net  removals  during  1992  totaled  about  10. I  billion  pounds  milk  equivalent 
(milkfat  basis).  Tha  raaovals  were  heavily  weighted  toward  butter.   In  1993, 
net  removals  are  forecast  to  total  7-8  billion  pounds  (milk  equivalent, 
milkfat  basis).   Purchmsas  will  again  consist  of  large  quantities  of  butter. 
Host  of  the  nonfat  dry  milk  and  cheese  that  is  removed  from  the  commercial 
market  will  b«  through  th*  DBIP. 
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U.S.  Milk  Production,  Use,  Price,  and  Removals 

Percent 


$per( 


Billion  pounds 
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1970  75 

1992  preliminary.  1993  forecast. 
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U.S.  Milk  Production,  Use,  Prices,  and  Removals  by  Calendar  Year 


Item 


1980 


1989 


1990 


1991 


1992  P 


1993  F 


Production  128.4 

Commercial  use        118.9 
Net  CCC  removals        9.0 


All  milk,  price 
received  by  farmers   13.05 


Billion  pounds  1/ 

144.2  148.3  148.5 

135.4  139.0  139.4 

9.4  9.0  10.4 

Dollars  per  cwt 


13.56 


13.73 


12.24 


152.0 

152.0 

142.2 

145.2 

10.1 

7.7 

13.11 


12.55 


1/  Milk  equivalent,  fat  basis.   P  -  Preliminary.   F  -  Forecast. 
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Milk  Production,  Number  of  Cows,  and  fA\\k  per  Cow 


%  of  1977 
140 


130 


120 


110 


100 


90 


f      Cows 



Production 


t^^  Yield 


80 
1970  75 

1992  preliminary.  1993torecast 


80 


.^^ 





_l 1 L_ 


85 


90 


U.S.  Milk  Production,  Milk  Per  Cow,  and  Milk  Cows 


Item 


1980      1989      1990      1991      1992  P     1993  F 


Production 


Cows  1/ 


128.4     144.2 


Milk  per  cow       11,891    14,244 


10.8      10.1 


Billion  pounds 

148.3     148.5 

Pounds  per  cow 

14,646    14,868 

Million  head 

10.1  10.0 


152.0  152.0 


15,437  15,580 


9.8 


9.8 


1/  Average  number  on  farms   during  year.      P  -  Preliminary.      F  -  Forecast. 
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Sales  of  Selected  Dairy  Products 

%  of  1987 
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Fluid  products  .•' 


American  cheese         ,♦* 


^•*      Other  cheese 


1980  82 

1992  (oracasl 


84 


86 


88 


90 
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Sales  of  Selected  Dairy  Products 


Product 


1980 


1988 


1989 


1990 


1991 


1992  P 


Fluid  1/ 
Butter  2/ 

American  cheese  2/ 
Other  cheese  2/ 
Nonfat  dry  milk  2/ 


Million 

pounds 

54,857 

56,748 

57,781 

57,696 

58,323 

58.025 

879 

910 

876 

915 

903 

925 

2.024 

2,570 

2,683 

2,784 

2,792 

2.933 

1,828 

3,035 

3,209 

3,426 

3,575 

3.760 

539 

734 

873 

698 

663 

700 

P  -  Preliminary. 

1/  All  fluid  milk,  cream,  and  specialty  products.  %J   Commercial  disappearance 
(including  commercial  exports). 
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GOVERNMENT  PROGRAMS 

*  In  the  fana  Income  accounts,  direct  cash  Government  payments  (through 
commodity  programs  such  as  deficiency  and  diversion  payments,  and  through 
reserve  storage,  conservation  programs,  and  disaster  asslstance>  are  measured 
for  the  calendar  year.   This  Is  In  contrast  to  the  President's  and  USDA's 
official  budget  forecasts  which  are  on  a  flscal-vear  basis.   Thirty  to  forty 
percent  of  direct  payments  are  made  In  the  fourth  calendar  quarter,  mainly 
wheat  and  conservation  rental  payments. 

*  In  mid- January,  ASCS  released  Its  calendar  1992  monthly  cash  and 
certificate  dlsbursals.   These  show  total  1992  payments  of  $8.9  billion, 
compared  with  $8.2  billion  in  1991.   Lower  1992  wheat  payments  were  offset  by 
$1.2  billion  in  disaster  assistance.   Another  $800  million  in  disaster 
assistance  is  approved  for  disbursal  in  1993  and,  with  lower  feed-grain  prices 
expected  in  response  to  the  record  1992/93  feed  crop,  1993  payment  forecasts 
will  probably  rise  8  to  11  percent. 

*  Direct  payments  represent  only  a  portion  of  total  support  provided  farmers 
through  farm  commodity  programs.   Support  is  also  provided  through  the 
Commodity  Credit  Corporation  (CCC)  loan  program  which  allows  farmers  to  use 
their  program  commodities  as  collateral  for  loans.   Net  CCC  loan  values  are 
forecast  to  total  about  $1.3  billion  in  1993,  $400  million  less  than  in  1992. 
Benefits  provided  farmers  through  commodity  program  payments  and  CCC  loans  are 
not  net  of  the  costs  that  are  Incurred  In  order  to  establish  eligibility.   For 
example,  in  the  past  few  years,  farmers  have  had  to  devote  from  3  to  25 
percent  of  their  wheat,  feed-grain,  cotton,  or  rice  base  acreage  to  a 
conserving  use  to  receive  program  benefits.   Farmers  incur  a  cost  to  seed  and 
maintain  conserving  use  acres.   To  determine  net  benefits  from  program 
participation,  costs  of  participation  would  need  to  be  subtracted  from  the 
gross  amount  of  payments  and  other  benefits. 

*  According  to  USDA's  Farm  Costs  and  Returns  Surveys,  cotton  farms 
typically  receive  the  highest  per- farm  payments  (averaging  $18,974  in  1990, 
down  from  $36,900  in  1989).   These  farms  account  for  only  10  percent  of  total 
U.S.  payments,  but  95  percent  of  cotton  farms  reported  receiving  payments. 
Payments  accounted  for  9.3  percent  of  cotton  farms'  1990  gross  cash  income. 
The  more  numerous  cash  grain  farms  received  an  average  $9,027  in  1990 
payments,  or  11.7  percent  of  total  gross  cash  income. 

*  Given  expectations  for  1993,  the  record  1992/93  feed-grain  crop  will 
depress  prices.   The  higher  production  will  likely  offset  most  if  not  all  of 
the  price  decline,  causing  feed-grain  cash  receipts  to  rise  1  to  3  percent. 
At  the  same  time,  lower  market  prices  will  Increase  feed-grain  deficiency 
payments.   The  combination  of  the  two  forces,  with  only  slight  expense 
Increases,  will  result  in  improved  1993  net  cash  incomes  for  most  feed-grain 
producers. 
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Farm  Program  Outlays 


386 


$  billion 
30 


1986  87 


89  90 

Fiscal  years 


1992  prellrnnary.  1 993  fof  ecasL 


CCC  Net  Outlays  by  Program 


Item 

FY  1988 

FY 

1989 

FY 

1990 

FY 

1991 

FY 

1992 

FY 

1993  F 

Billior 

dollars 

Feed  grains 

9.1 

3.4 

2.7 

2.7 

2.5 

5.9 

Wheat 

0.7 

0.0 

0.8 

3.0 

1.7 

2.3 

Rice 

0.1 

0.6 

0.7 

0.9 

0.7 

.9 

Cotton 

0.7 

1.5 

-0.1 

0.4 

1.4 

2.4 

Other 

1.9 

5.0 

2.4 

3.1 

3.4 

5.6 

Total 


12.5 


10.5 


6.5 


10.1 


9.7 


17.1 


F  —  Forecast 
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Cash  Income  by  Source  and  Major  Region,  1989-93 


Northeast 

1S82  UK)  1S«3  loracut 


Midwest 


Gross  Cash  Income,  by  Source  and  Region,  1992  1/ 


Crop 

Livestock 

Direct 

Region 

Receipts 

Receipts 

Payments 

Other 

Total 

Billion  dollars 

Northeast 

4.5 

7.4 

.1 

.5 

12.5 

Midwest 

31.2 

37.3 

4.2 

2.4 

75.1 

Southeast 

14.5 

12.8 

.5 

1.8 

29.6 

South  Central 

9.2 

13.5 

1.7 

1.1 

25.5 

West 

24.3 

14.8 

1.3 

1.5 

41.9 

1/  Forecast  for  calendar  1992. 
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FOOD  PRICES  AND  PROGRAMS 

*  The  Consumer  Price  Index  (CPI)  for  food  Is  expected  to  rise  2  to  4  percent 
in  1993,  a  slightly  higher  pace  than  1992. 

*  Recovery  from  the  recession  will  bring  gains  In  personal  Income  and  growth 
In  consumer  demand  for  food.   Inflation  will  remain  relatively  low,  keeping 
price  rises  moderate. 

*  Increases  in  the  costs  of  processing  and  distributing  food  in  1993  will  be 
moderated  by  the  low  inflation  rate,  holding  down  cost  increases  in  the  non- 
farm  component  of  food  prices. 

*  Supplies  of  most  farm  foods  will  be  ample  in  1993  and  the  farm  value  of 
food  will  remain  stable.   Increases  in  red  meat  and  poultry  production  will 
mean  record  large  meat  supplies.   However,  Increased  consumer  demand  will  keep 
meat  prices  near  1992  levels. 

*  Fruit  prices  will  remain  stable  in  1993  as  large  supplies  of  oranges  from 
both  Florida  and  California  come  to  market.   Orange  production  in  California 
has  made  a  sharp  comeback  from  the  devastating  freeze  two  years  ago.   Florida 
production,  most  of  which  Is  processed  for  orange  juice,  is  expected  to  be  34 
percent  above  last  season.   With  ample  supplies  of  apples  and  other  fruits, 
prices  are  expected  to  remain  close  to  1992  averages. 

*  Fiscal  1992  saw  record  food  assistance  spending  of  33.6  billion,  an 
increase  of  16  percent  over  1991.   Food  Stamp  Program  costs  rose  by  about  19 
percent  in  1992,  while  costs  of  the  Women,  Infant,  and  Children  (WIC)  program 
rose  12  percent.   National  School  Lunch  Program  costs  Increased  by  9  percent. 

*  In  fiscal  1993,  food  program  spending  is  expected  to  total  $36  billion. 


70 


389 


Consumer  Price  Index 

Annual  %  change 
16 


1970 

1993  forecast. 


Changes  in  the  Consumer  Price  Index 


Item 


1980 


1989 


1990 


1991 


1992 


1993  F 


Percent 


All  items 

13.5 

4.8 

5.4 

4.2 

3.0 

3.3 

Housing 

15.7 

3.8 

4.5 

4.0 

2.9 

NA 

Medical  care 

10.9 

7.7 

9.0 

8.7 

7.4 

NA 

Transportation 

17.8 

5.0 

5.6 

2.7 

2.2 

NA 

Energy 

34.7 

5.6 

8.3 

0.4 

0.5 

NA 

Food  1/ 

8.6 

5.8 

5.8 

2.9 

1.2 

2-4 

F  -  Forecast.   NA  -  Not  available. 
\J   Excludes  alcoholic  beverages. 
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What  a  dollar  spent  on  food  paid  for  in  1992 

About  one-third  went  for  food  marketing  latxr  costs. 


/  d''  /  /  /  /  /  /  </ 


e5«  4  5«    4S«      *t     3SC    3  5c     3S<    3(    IS*  6  S< 


Farm  Value 


Marketing  Bill 


Includes  lood  eaten  al  home  and  away  from  home  Other  costs  include  property  taxes  and  insurance  accounting  and  professional 
services  promotion,  bad  debts  and  many  miscellaneous  items 


Marketing  Bill,  Farm  Value,  and  Consumer  Expenditures  for  Farm  Foods 


Item 


1987 


1988     1989     1990     1991     1992  P 


Consumer  expenditures 

375.5 

398.8 

Farm  Value 

90.4 

96.8 

Marketing  Bill 

285.1 

301.9 

Billion  dollars 

419.4    449.8    468.5  476.4 

103.8    106.2    101.5  105.6 

315.6    343.6    367.0  370.8 


P  -  Preliminary. 
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USDA  Costs  for  Food  Assistance 

S  billion 


Food  Assistance  Expenditures  1/ 


Items 


1988 


1989 


1990 


1991 


1992 


Food  stamps  2/ 

Women,  Infants,  and 

Children  (WIC)  Program 

Child  nutrition 

Food  Donations  3/ 

Other  Programs  4/ 

Total 


13,239 


13,820 


Million  $ 

16.450      18,768 


23,424 


1,847 

1,963 

2,191 

2.363 

2,651 

4,640 

4,888 

5,315 

5,946 

6,641 

992 

641 

616 

631 

623 

510 

146 

77 

118 

237 

21,221 

21.453 

24.649 

27.826 

33,576 

\J   Fiscal  years,   2/  Food  stamps  include  nutrition  assistance  for  Puerto  Rico. 
3/  Food  distribution  on  Indian  reservations,  nutrition  programs  for  elderly,  charitable 
institutions,  and  TEFAP.   4/  Includes  administration  costs  and  surplus  commodities. 
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Unemployment  Rate  and  Participation  in  the  Food  Stamp  Program 

Million  persons/percent 


ow 

- 

25 

20 

15 

- 

10 

..^^       Unemployment  (percent) 

5 

1982  84 

S«asonatty  adjusted  fiscal  year  data. 
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Food  Stamp  Program  Participation 


Item 


1988 


1989 


1990 


1991 


1992 


Participation  (million)    18.6 
Unemployment  (percent)      5.6 


8.8 

19.9 

22.6 

25.4 

5.3 

5.5 

6.8 

7.4 
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Food  Expenditures'  Share  of  Disposable  Personal  Income 

Percent 
20 


11.7  11.7  11.5 


'Away  from  home 


-At  home 


1960  65  70  75  80  85  90  91  92 


1992  preliminary. 


Food  Expenditures  as  Share  of  Disposable  Personal  Income 


Category 

1970 

1980 

1989 

1990 

1991 

1992  P 

Percent 

At  home 

10.3 

9.1 

7.2 

7.3 

7.4 

7.3 

Away  from  home 

3.6 

4.4 

4.4 

4.4 

4.3 

4.2 

Total 

13.9 

13.5 

11.6 

11.7 

11.7 

11.5 

P  -  Preliminary 


Tuesday,  February  23,  1993. 

GENERAL  ACCOUNTING  OFFICE  OVERVIEW  OF  THE 
PROGRAM  OF  THE  FOREIGN  AGRICULTURAL  SERVICE 

WITNESSES 

ALLAN  L  MENDELOWITZ,  DIRECTOR,  FINANCIAL  INSTITUTIONS  AND 
INTERNATIONAL  TRADE,  GENERAL  GOVERNMENT  DIVISION,  GENERAL 
ACCOUNTING  OFFICE 

PHIL  THOMAS,  ASSISTANT  DIRECTOR  FOR  AGRICULTURAL  TRADE,  GEN- 
ERAL ACCOUNTING  OFFICE 

SHEILA  RATZENBERGER,  ASSISTANT  GENERAL  COUNSEL,  GENERAL  AC- 
COUNTING OFFICE 

Opening  Remarks 

Mr.  DuRBiN.  I  want  to  welcome  everybody  this  morning  to  the 
hearing.  First  we  will  have  a  panel  from  the  General  Accounting 
Office,  which  just  completed  a  study  on  the  effectiveness  of  the  For- 
eign Agricultural  Service  and  its  export  operations. 

Representing  GAO  will  be  Allen  Mendelowitz,  Director  of  the  Fi- 
nancial Institutions  and  International  Trade,  General  Government 
Division;  Phil  Thomas,  Assistant  Director  for  Agricultural  Trade; 
and  Ms.  Sheila  Ratzenberger,  Assistant  General  Council. 

Mr.  Mendelowitz,  welcome  to  the  subcommittee,  and  please  pro- 
ceed. Of  course  your  entire  report  will  be  part  of  the  record,  and 
has  been  considered  by  the  members.  If  you  would  like  to  summa- 
rize it,  we  would  like  that  very  much. 

Mr.  Mendelowitz.  Mr.  Chairman,  I  would  be  more  than  happy 
to  summarize  my  statement,  and  put  the  full  statement  in  the 
record.  If  you  would  give  me  some  guidance  as  to  how  many  min- 
utes you  would  like  the  summary  to  take,  I  will  be  happy  to 
comply. 

Mr.  DuRBiN.  Well,  we  do  one  minute  speeches  on  the  floor. 

What  do  you  have  ready,  tell  me  the  range  here,  give  me  some 
choices? 

Mr.  Mendelowitz.  We  are  flexible.  You  can  get  five  minutes, 
you  can  get  20  minutes,  take  your  pick. 

Mr.  DuRBiN.  We  will  take  the  five  minute  one. 

Mr.  Mendelowitz.  Okay. 

Mr.  DuRBiN.  We  like  to  ask  questions,  and  that  will  elicit  some 
particulars  from  your  study. 

Mr.  Mendelowitz.  Terrific. 

[Clerk's  note. — The  prepared  statement  appears  on  pages  424 
through  462.] 
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Statement  of  the  Director 

Mr.  Mendelowitz.  Thank  you  very  much,  Mr.  Chairman,  and 
members  of  the  Subcommittee.  We  are  happy  to  be  here  to  discuss 
our  work  on  the  export  promotion  programs  of  the  Foreign  Agricul- 
tural Service. 

Agriculture  trade  issues  have  been  a  major  concern  for  the  past 
decade.  Subsidized  agricultural  export  competition  has  intensified, 
and  agricultural  trade  has  become  a  point  of  friction  between  the 
United  States  and  its  major  trading  partners. 

At  the  same  time,  the  number  and  costs  of  U.S.  agricultural 
export  programs  has  risen.  The  current  tight  budget  environment 
and  the  substantial  resources  devoted  to  agricultural  export  pro- 
grams make  good  management  of  the  programs  critical. 

G.A.O.  is  concerned  about  a  number  of  cross-cutting  program  and 
management  weaknesses  that  diminish  the  efficiency  and  effective- 
ness of  the  U.S.  Department  of  Agriculture's  FAS  export  oper- 
ations. 

F.A.S.  manages  about  $10  billion  a  year  in  agricultural  export  as- 
sistance programs.  These  programs  are  designed  to  increase  U.S. 
agricultural  exports,  and  develop  and  maintain  foreign  agricultural 
markets  for  U.S.  products. 

Our  1988  and  1992  transition  reports  on  agriculture  and  interna- 
tional trade  issues  urge  greater  management  control  over  USDA's 
export  programs,  including  preparing  better  funding  criteria,  pro- 
viding written  guidelines  and  recommendations,  and  developing  an 
evaluation  methodology.  We  also  said  that  other  improvements 
were  needed  in  internal  controls. 

While  some  improvements  have  been  made  in  the  management 
of  FAS'  export  programs,  we  continue  to  believe  that  additional 
changes  and  improvements  are  needed. 

We  have  also  expressed  concerns  about  the  extent  to  which  con- 
siderations beyond  expanding  exports  have  affected  the  FAS'  oper- 
ations. For  example,  our  review  of  the  extension  of  agricultural 
export  credit  guarantees  to  Iraq  and  the  former  Soviet  Union  high- 
lighted how  foreign  policy  and  national  security  considerations  can 
substantially  influence  the  operation  of  the  programs. 

In  such  circumstances,  credit  worthiness  considerations  can  be 
given  too  little  weight.  And  when  this  happens,  the  U.S.  govern- 
ment and  taxpayers  can  be  exposed  to  large  financial  losses. 

long-term  agricultural  trade  strategy 

GAO  also  believes  that  a  long-term  agricultural  trade  strategy 
is  essential  in  order  to  effectively  allocate  funds  for  agricultural 
export  programs.  Congress  mandated  the  development  of  such  a 
long-term  strategy  in  1990.  And  while  the  law  called  for  the  com- 
pletion of  the  long-term  strategy  by  October  1991,  FAS  only  com- 
pleted its  strategy  several  weeks  ago. 

We  have  only  had  a  chance  to  take  a  cursory  look  at  it.  But  we 
believe,  based  on  our  initial  impressions,  that  substantial  addition- 
al work  will  be  needed  to  make  it  a  useful  management  tool. 

Furthermore,  problems  with  the  U.S.  government's  export  pro- 
motion programs  cannot  be  fully  corrected  one  agency  at  a  time.  A 
government-wide    export    promotion    plan    with    government-wide 
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budget  priorities  is  also  required.  Such  a  plan  is  mandated  by  the 
Export  Enhancement  Act  of  1992. 

In  order  to  provide  coherence  to  U.S.  government  export  promo- 
tion efforts  and  help  ensure  that  export  promotion  funding  is  chan- 
neled into  areas  with  the  greatest  promotion  returns,  an  improved 
LATS  must  be  integrated  into  the  government-wide  plan. 

I  would  just  like  to  dwell  on  a  couple  of  examples  from  the  pro- 
grams, to  sort  of  give  you  a  feel  for  the  types  of  issues  that  we  are 
concerned  about. 

Agricultural  exports  receive  quite  substantial  funding  relative  to 
exports  compared  to  the  rest  of  the  government  and  compared  to 
the  rest  of  U.S.  exports.  Agricultural  exports  represent  only  about 
ten  percent  of  U.S.  exports.  But  if  you  look  at  government-wide  ex- 
penditures in  support  of  exports,  agriculture  gets  almost  three- 
quarters  of  the  outlays  available  for  export  assistance. 

So  if  you  were  to  translate  what  is  done  for  agriculture  into  what 
is  done  for  the  rest  of  the  economy,  if  you  were  to  support  non-agri- 
cultural exports  at  the  same  level  that  agricultural  exports  are 
supported,  you  are  talking  about  a  government  export  budget 
measured  in  the  vicinity  of  $100  billion  rather  than  the  few  billion 
dollars  that  are  currently  being  spent. 

One  program,  the  Market  Promotion  Program — MPP— which  pro- 
vides subsidies  for  promoting  and  developing  agricultural  markets 
overseas,  has  received  more  funding  than  the  entire  United  States 
Foreign  and  Commercial  Service,  which  is  designed  to  support  the 
exports  of  all  U.S.  products  outside  of  the  agricultural  arena. 

In  the  case  of  Japan,  for  example,  which  is  a  very  important 
market  for  U.S.  products  and  a  very  difficult  market  to  break  into, 
a  market  where  government  assistance  is  directly  needed,  the 
Market  Promotion  Program  in  1991  had  a  budget  in  the  vicinity  of 
about  $65  million  to  help  U.S.  exports. 

The  United  States  Foreign  and  Commercial  Service,  which  oper- 
ates a  support  network  in  Japan,  had  a  budget  of  about  $4.5  mil- 
lion. So  this  one  program,  MPP,  with  its  subsidies  for  U.S.  advertis- 
ing and  market  development  for  agricultural  products  received, 
about  fifteen  times  or  sixteen  times  as  much  money  for  promoting 
agricultural  exports  in  Japan,  as  the  U.S.  Foreign  and  Commercial 
Service  got  for  helping  the  other  90  percent  of  U.S.  exports  going  to 
Japan. 

RAISIN  PROMOTION  PROGRAM 

The  California  Raisin  Advisory  Board  alone  got  a  budget  in  1991 
to  advertise  raisins  in  Japan  that  was  basically  the  same  size  as 
the  Foreign  and  Commercial  Service. 

These  are  the  kinds  of  anomalies  that  crop  up,  and  these  are  the 
kinds  of  issues  that  have  to  be  dealt  with.  And  that  is  why  con- 
cerns about  the  management  of  the  programs  and  the  internal  con- 
trols of  the  programs  are  so  important. 

For  example,  the  expenditure  on  raisins  turned  out  to  be  not  a 
very  successful  undertaking.  Why?  The  funds  were  used  to  import 
the  dancing  raisin  ad  with  the  objective  of  convincing  Japanese 
children  that  raisins  would  be  a  good  snack  food.  And  what  they 
found  when  they  ran  the  ad — FAS's  and  the  cooperator's  evalua- 
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tion  revealed  this — this  was  not  money  well  spent.  Why?  Because 
number  one,  "I  heard  it  on  the  grapevine"  did  not  translate  into 
anything  in  Japanese  that  had  any  meaning.  And  secondly,  Japa- 
nese children  that  were  the  target  of  this  advertising  campaign 
were  frightened  by  the  dancing  raisins. 

When  you  think  about  the  amount  of  money  spent  on  this  one 
initiative  relative  to  the  amount  of  money  that  was  made  available 
for  the  entire  U.S.  Foreign  and  Commercial  Service,  you  begin  to 
see  the  kind  of  questions  that  are  being  raised. 

And  just  to  add  one  more  bit  of  information,  to  give  you  an  ex- 
ample of  why  attention  should  be  directed  to  these  programs,  the 
California  Raisin  Advisory  Board  got  this  money  to  develop  the 
Japanese  market  for  U.S.  raisins  when  United  States  exports  al- 
ready had  80  percent  of  the  Japanese  raisin  market.  At  what  point 
does  the  U.S.  government  say  to  U.S.  agricultural  exporters  that 
they  have  to  take  responsibility  for  developing  their  own  markets? 

They  are  in  the  market,  and  they  have  got  substantial  sales,  and 
are  well-established.  If  they  are  successful  in  the  market,  they 
should  be  able  to  take  over  further  market  development  them- 
selves. 

Well,  in  this  program,  there  are  no  criteria  that  say  when  gov- 
ernment assistance  is  appropriate,  and  at  what  point  the  private 
sector  should  be  weaned  off  of  government  assistance,  so  that  it 
does  not  come  to  be  viewed  as  an  entitlement.  So  those  funds  can 
be  freed  up  and  used  to  leverage  additional  U.S.  exports  into  other 
markets. 

I  think  I  would  like  to  end  my  statement  with  those  brief  exam- 
ples of  the  types  of  issues  that  we  have  been  grappling  with,  with 
respect  to  FAS's  export  promotion  programs.  And  we  would  be 
happy  to  answer  any  questions  that  you  or  members  of  your 
Committee  may  have. 

Mr.  DuRBiN.  It  comes  as  a  shock  to  this  member  of  the  commit- 
tee when  we  consider  all  of  the  strides  that  have  been  made  in 
world  harmony,  that  the  dancing  raisins  did  not  make  a  hit  in 
Japan. 

MARKET  PROMOTION  PROGRAM 

Let  me  just  go  to  that  one  particular  point.  You  said  there  are  no 
criteria,  and  I  would  concur  with  you  to  a  limited  extent.  Last 
year's  appropriation  bill,  in  the  committee  report  language,  spelled 
out  criteria  that  we  were  asking  the  Market  Promotion  Program 
to  follow  in  the  future. 

I  have  met  with  the  administrator  of  the  program  since,  and 
have  been  assured  that  they  got  the  message  very  clearly  from 
Members  of  Congress,  in  that  we  wanted  to  start  focusing  on  value 
added  products  exported  overseas,  which  of  course  would  help  our 
employment  picture  in  the  United  States. 

We  also  wanted  to  focus  on  those  firms  which  otherwise  might 
not  be  able  to  compete,  which  I  think  goes  to  your  point  about  the 
raisin  industry  already  having  a  share  in  the  Japanese  market. 

So  were  you  able  to  evaluate  whether  there  has  been  any  change 
in  the  market  promotion  program  standards  that  are  being  used 
now? 
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Mr.  Mendelowitz.  I  think  that  FAS  has  begun  to  undertake 
some  initiatives  to  meet  those  new  criteria.  I  think  that  it  is  a  slow 
process.  But  our  belief  is  that  you  have  to  prioritize  criteria  as 
well,  and  they  still  have  a  long  way  to  go  on  that. 

You  still  have  firms  that  are  receiving  large  sums  of  money.  The 
question  remains  that  while  the  program  is  oriented  towards  high 
value  agricultural  products,  is  it  oriented  to  new  to  export  prod- 
ucts? Is  it  assisting  organizations  that  really  need  assistance,  or 
primarily  those  that  have  a  lot  of  financial  resources  and  are 
already  in  the  export  market?  We  are  raising  those  types  of 
questions.  And  we  do  not  feel  that  FAS  has  fully  addressed  those 
yet. 

Mr.  DuRBiN.  Well,  in  fairness  to  them,  the  current  appropriations 
cycle  began  the  first  of  last  October.  So  it  has  only  been  several 
months  that  they  have  been  under  this  directive  from  us.  But  it  was 
along  the  same  lines  that  you  just  outlined  here,  that  they  start 
looking  beyond  these  huge  multinational  corporations,  which  obvi- 
ously can  pay  their  own  freight  when  it  comes  to  promoting  products 
overseas,  and  really  try  to  focus  on  breaking  into  new  markets  with 
American  products.  That,  I  think,  was  a  major  concern  of  the 
committee. 

FORMER  SOVIET  UNION 

Let  me  ask  you  a  few  questions  here.  First,  you  raised  the  point 
of  the  credit  worthiness  of  the  former  Soviet  Union.  And  of  course, 
that  is  an  important  element.  But  Mr.  Skeen  and  others  on  the 
subcommittee  have,  I  think,  quite  rightly  pointed  out  that  there 
are  some  other  elements  involved  in  this  decision.  The  political  ele- 
ment in  terms  of  the  future  of  Russia,  but  also  a  question  as  to 
what  we  are  going  to  end  up  paying  in  deficiency  payments  if  we 
do  not  go  through  with  the  grain  sales  to  the  Soviet  Union. 

Did  you  take  that  into  consideration? 

Mr.  Mendelowitz.  I  think  that  what  we  tried  to  do  was  to  assess 
the  situation  in  the  context  of  the  legislation.  Back  in  1990,  the 
Congress  passed  legislation  that  modified  the  criteria  under  which 
the  GSM-102  and  103  credits  would  be  extended. 

And  the  Congress  specifically  put  into  law  a  prohibition  on  using 
GSM-102  and  103  for  foreign  aid,  foreign  policy,  or  debt  reschedul- 
ing purposes.  And  we  tried  to  determine  in  our  work  whether  in 
fact—for  example,  extension  of  credits  to  the  states  of  the  former 
Soviet  Union — whether  they  met  the  criteria  laid  out  in  that  legis- 
lation. 

But  I  have  to  say  that  we  are  also  very  careful  to  point  out  that 
nothing  that  we  do  should  be  viewed  as  suggesting  that  somehow 
the  General  Accounting  Office  is  opposed  to  providing  assistance  to 
Russia  or  the  other  states  of  the  former  Soviet  Union.  That  is  a 
major  national  policy  decision  that  can  only  be  made  by  the  Presi- 
dent and  the  Congress. 

What  we  tried  to  point  out  was  whether  this  program  was  the 
appropriate  program  for  providing  that  assistance.  If  the  credit  risk 
is  very  high,  as  we  believe  it  is  with  respect  to  the  states  of  the 
former  Soviet  Union,  it  means  that  the  use  of  GSM  102  and  103, 
which  on  the  surface  appears  to  be  a  simple  loan  guarantee  pro- 
gram, will  actually  wind  up  costing  the  American  taxpayers  very 
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substantial  amounts  of  money.  Money  not  contemplated  when  the 
program  was  established  or  suggested  when  the  loan  guarantees 
were  extended. 

And  for  that  reason,  what  we  would  like  to  point  out  is  not  that 
you  should  or  should  not  assist  the  Soviet  Union,  but  that  the  costs 
of  using  this  particular  program  are  much  higher  than  originally 
contemplated.  And  if  there  is  a  national  decision  that  we  in  fact 
want  to  provide  assistance  to  the  states  of  the  former  Soviet  Union, 
and  there  are  concerns  about  things  like  deficiency  payments,  that 
there  should  be  an  alternative  program  approach  that  recognizes 
the  costs  up  front. 

Mr.  DuRBiN.  Let  me  ask  you  about  that.  When  you  say  that  it 
will  cost  us  more,  and  then  you  mentioned  deficiency  payments,  we 
understand  that  if  we  do  not  go  through  with  the  grain  sale,  it 
could  be  an  added  expenditure  for  American  taxpayers  in  excess  of 
one  billion  dollars. 

So  it  seems  that  if  we  follow  the  strict  letter  of  the  law  on  GSM 
loans  to  Russia  for  the  purchase  of  this  grain,  we  will  in  fact  be 
costing  the  taxpayers  a  lot  more,  than  if  we  try  to  extend  their 
credit  beyond  the  current  reach  of  the  law  and  reduce  the  deficien- 
cy payments. 

Now  do  I  take  it  that  you  did  not  take  that  into  consideration  or 
did  not  analyze  that  aspect? 

Mr.  Mendelowitz.  We  did  not  make  that  a  central  focus  of  the 
analysis.  But  clearly  in  terms  of  deciding  what  the  appropriate  al- 
ternative policy  option  is,  that  is  one  of  the  things  that  obviously 
should  be  considered. 

MARKET  PROMOTION  PROGRAM 

Mr.  DuRBiN.  I  want  to  return  to  the  market  promotion  program 
for  a  minute.  There  are  two  binders  here  behind  us  of  studies  that 
have  been  done  by  GAO  on  the  Foreign  Agricultural  Service  and 
international  programs  over  the  last  several  years.  I  take  it  that 
this  is  an  ongoing  project  at  GAO  to  study  these  overseas  endeav- 
ors and  the  like. 

At  this  point,  are  you  prepared  to  tell  us  what  you  would  do  to 
fix  the  Market  Promotion  Program,  how  you  would  change  it? 

Mr.  Mendelowitz.  We  have  a  number  of  recommendations  that 
relate  to  the  program.  I  think  that  first  of  all  what  we  would  like  to 
see — and  I  am  going  to  start  at  the  most  abstract  level  and  work 
down — is  the  successful  and  serious  implementation  of  the  Export 
Enhancement  Act  of  1992,  which  requires  the  Trade  Promotion 
Coordinating  Committee  (TPCC)  to  prepare  a  government-wide 
strategy  for  assisting  U.S.  exports,  and  requires  government-wide 
priorities  as  to  how  funds  could  most  effectively  be  spent  to  assist 
U.S.  exports. 

There  currently  is  no  process  either  in  authorization  or  appro- 
priation which  tries  to  take  a  broad  government-wide  approach  to 
what  the  priorities  are.  And  I  think  that  that  has  to  be  the  first 
step  at  the  most  general  and  conceptual  level. 

Secondly,  the  1990  Farm  Bill  required  that  FAS  prepare  a  long- 
term  agricultural  trade  strategy.  That  long-term  agricultural  trade 
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strategy  should  be  integrated  into  the  broader  government-wide 
plan  required  by  the  Export  Enhancement  Act  of  1992. 

It  should  provide  guidance  as  to  the  types  of  products  that  should 
have  the  greatest  priority,  i.e.,  bulk  versus  high  value  products 
-HVP-,  criteria  as  to  what  types  of  programs  should  be  provided, 
who  should  receive  assistance  and  who  should  not,  all  of  these 
types  of  things. 

And  then  third,  we  have  recommendations  with  respect  to  the 
MPP  itself,  the  program  should  be  operating  according  to  clearly 
laid  out  prioritizing  criteria  as  to  where  the  taxpayer  should  expect 
to  get  the  greatest  bang  for  the  buck  for  the  funds  that  are  invest- 
ed. 

There  should  be  graduation  in  the  program.  Participants  in  the 
program  should  know  how  long  they  can  stay  in  the  program,  i.e., 
the  maximum  periods  for  which  they  can  receive  assistance.  The 
time  period  under  which  assistance  is  phased  out.  The  indicators 
by  which,  for  example,  success  is  going  to  be  measured  against,  and 
when  they  are  supposed  to  take  responsibility  for  their  own  market 
promotion  programs. 

And  I  think  that  there  should  be  more  of  an  emphasis  on  new  to 
export  rather  than  helping  companies  that  have  good  experience  in 
exporting.  And  I  think  there  should  be  more  of  an  emphasis  on 
helping  companies  who  have  export  capable  products,  products  that 
in  fact  are  competitive  in  world  markets,  but  because  they  may  be 
smaller  companies  or  lack  experience  in  exporting,  they  may  not 
be  exporting.  They  need  that  sort  of  lift  from  the  government  to 
get  them  over  that  threshold  and  that  initial  barrier  to  getting  into 
export  markets. 

Mr.  DuRBiN.  Well,  Mr.  Mendelowitz,  I  could  not  agree  with  you 
more  on  long-term  export  trade.  I  think  that  we  should  do  that.  We 
have  tried  to  set  that  goal  in  the  law.  And  perhaps  we  have  not 
met  it  and  we  should.  But  for  everything  else  that  you  have  de- 
scribed, you  have  just  basically  read  to  me  the  committee  report 
language  from  this  Subcommittee  last  year. 

Mr.  Mendelowitz.  Wonderful. 

Mr.  DuRBiN.  Thank  you  for  the  compliment. 

I  think  that  we  have  an  idea  of  where  this  program  should  go. 
And  we  are  of  the  same  mind  as  to  how  to  reach  it. 

AGRICULTURAL  TRADE  OFFICES 

The  last  point  that  I  want  to  raise  is  the  question  about  agricul- 
tural trade  offices.  You  have  some  concerns  expressed  in  your 
report. 

Do  you  think  that  it  is  worth  the  taxpayers'  dollars  for  us  to 
maintain  these  agricultural  trade  offices  overseas? 

Mr.  Mendelowitz.  I  think  that  agricultural  trade  offices  are  im- 
portant. And,  the  history  behind  them  is  the  reason  why  they  are 
important.  The  attache  network  of  the  Foreign  Agricultural  Serv- 
ice has  historically  been  primarily  a  network  that  provided  report- 
ing on  agricultural  trends  in  the  countries  in  which  the  attaches 
were  posted.  They  were  professionals  who  had  a  lot  of  skill  and  ex- 
pertise and  training  in  agricultural  economics,  but  less  training 
and  background  in  marketing. 
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The  focus  of  the  agricultural  trade  offices  is  on  marketing  of  U.S. 
agricultural  products.  And  we  believe  that  having  that  kind  of 
focus  in  the  Foreign  Agricultural  Service  is  important. 

Mr.  DuRBiN.  So  you  are  suggesting  that  the  offices  just  need  to 
have  a  different  philosophy  or  a  different  approach,  rather  than  re- 
porting they  should,  in  fact,  be  marketing? 

Mr.  Mendelowitz.  Exactly.  We  believe  that  the  mission  should 
be,  the  mission  for  which  they  were  established,  which  was  market- 
ing U.S.  agricultural  products.  The  selection  of  the  skills  of  the  offi- 
cers who  staff  them,  the  training  programs,  and  all  of  the  activities 
in  preparation  and  associated  with  them,  should  be  directed  toward 
marketing,  which  we  view  as  a  very  important  undertaking. 

Mr.  DuRBiN.  Thank  you. 

Mr.  Skeen? 

BENEFITS  OF  EXPORT  PROMOTION 

Mr.  Skeen.  Thank  you,  Mr.  Chairman. 

Mr.  Mendelowitz,  after  listening  to  your  report,  it  kind  of  calls  to 
mind  the  statement  by  the  individual  interviewing  Mrs.  Custer, 
"Other  than  that,  how  do  you  feel  about  Indian  relief?" 

Did  you  find  anything  redeeming  in  the  entire  program  other 
than  according  to  your  recommendations  just  reorganizing  the 
whole  thing  and  changing  the  thrust  of  where  we  are  going,  did 
you  find  any  beneficial  value  to  the  existing  program  at  all? 

Mr.  Mendelowitz.  I  appreciate  your  question. 

Mr.  Skeen.  In  fairness. 

Mr.  Mendelowitz.  In  fairness,  if  you  look  back  over,  for  exam- 
ple, the  work  that  we  have  done  over  the  years,  one  of  the  pro- 
grams that  we  have  been  very  supportive  of  is  the  Export  Enhance- 
ment Program. 

It  is  a  large  program,  and  it  is  an  expensive  program.  We  have 
been  very  supportive  of  it,  because  we  felt  that  it  was  an  important 
trade  policy  tool.  We  did  a  study  of  U.S.  efforts  to  combat  subsidies 
back  in  the  early  1980s  in  the  Egyptian  wheat  flour  market.  One 
year,  I  think  it  was  1984,  the  U.S.  government  spent  about  a  billion 
dollars  to  take  the  subsidized  wheat  flour  market  in  Egypt  away 
from  France.  We  did  it  successfully  with  large  subsidies.  And  then 
the  next  year,  we  ended  the  subsidy.  And  the  French  went  back 
and  took  the  market  back. 

Mr.  Skeen.  The  root  problem  was  the  subsidy  to  begin  with. 

Mr.  Mendelowitz.  That  is  right. 

Mr.  Skeen.  All  we  did  was  override  the  imbalance. 

Mr.  Mendelowitz.  Exactly.  But  what  happened  was  by  spending 
that  money  to  take  away  a  subsidized  market,  and  then  not  staying 
in  for  the  long  haul,  we  undercut  our  credibility. 

So  we  have  been  very  supportive  of  maintaining  the  funding  and 
operations  of  the  Export  Enhancement  Program.  We  felt  based  on 
the  analysis  that  we  did  that  if  we  did  not  sustain  this  program, 
we  would  not  have  credibility  at  the  negotiating  table  with  our 
subsidizing  trading  partners,  who  are  trying  to  reduce  their 
subsidies. 
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Mr.  Skeen.  It  goes  back  to  your  recommendation  that  we  ought 
to  have  a  clear  purpose  in  mind  for  what  you  do  with  each  particu- 
lar program. 

Mr.  Mendelowitz.  Exactly. 

Mr.  Skeen.  And  if  you  are  going  to  overcome  the  subsidy  imbal- 
ance, then  stay  with  it. 

Mr.  Mendelowitz.  Yes. 

Mr.  Skeen.  Thank  you.  I  appreciate  that. 

Thank  you,  Mr.  Chairman. 

Mr.  DuRBiN.  Ms.  DeLauro? 

MARKET  PROMOTION  PROGRAM 

Ms.  DeLauro.  Thank  you,  Mr.  Chairman. 

I  would  like  to  ask  just  one  question  about  the  MPP  program, 
and  then  move  on  to  Public  Law  480. 

Given  that  we  do  not  have  an  overall  government  strategy  on 
export  promotion,  which  is  what  you  suggest  in  your  testimony, 
should  we  stop  the  MPP  program  as  we  know  it  now  and  look  at 
revamping  it  and  starting  from  scratch  with  the  kind  of  recommen- 
dations that  you  have  made? 

Mr.  Mendelowitz.  I  think  that  if  you  look  at  the  individual  ini- 
tiatives under  MPP,  there  have  been  some  successes,  and  there 
have  been  some  failures.  In  my  opening  statement,  I  highlighted 
some  failures  as  an  example  of  problems  with  the  program. 

I  can  also  highlight  examples  of  successes.  For  example,  one  of 
the  major  trade  policy  initiatives  was  breaking  down  barriers  to 
imports  of  U.S.  beef  in  the  Japanese  market. 

Ms.  DeLauro.  Beef  in  Japan,  right.  It  is  in  the  testimony. 

Mr.  Mendelowitz.  And  the  efforts  funded  by  MPP  to  help  pro- 
mote awareness  in  the  Japanese  market  and  open  up  the  Japanese 
market  from  a  marketing  perspective  in  parallel  with  the  trade 
policy  initiative,  we  thought  was  very  helpful  and  important. 

So  given  the  fact  that  the  program  has  successes  as  well  as  fail- 
ures, and  also  given  the  fact  that  high  value  products  are  in  fact  a 
very  important  initiative,  we  would  say  do  not  "throw  the  baby  out 
with  the  bath  water". 

But  our  experience  has  been,  and  I  think  that  this  sort  of  cap- 
tures our  assessment  over  the  long  term  of  the  MPP,  there  were 
probably  fewer  worthwhile  initiatives  on  which  we  could  spend 
money  than,  in  fact,  money  was  available. 

So  if  you  want  to  increase  the  success  rate  of  the  program,  I 
would  say  cut  it  back,  and  tighten  the  funding  so  that  more  effort 
and  more  attention  is  given  to  making  sure  that  we  get  a  good 
return  for  each  dollar.  And  I  think  that  would  probably  be  a  good 
way  to  start.  It  is  a  great  incentive  for  good  programming. 

Ms.  DeLauro.  Right.  I  do  not  want  to  "throw  the  baby  out  with 
the  bath  water",  but  I  do  not  want  to  continue  what  sounds  like  the 
minimal  successes  in  view  of  the  more  frivolous  endeavors  that  we 
engage  in. 
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P.L.  480  PROGRAM 


Just  a  few  questions  on  the  Public  Law  480  program.  I  am  new  to 
the  committee.  So  I  apologize  for  material  that  you  may  have  gone 
over  before. 

What  are  concessional  sales,  and  how  do  they  work? 

Mr.  Mendelowitz.  Basically,  "concessional  sales"  is  just  our 
local  jargon  for  any  kind  of  program  in  which  you  have  basically 
some  kind  of  subsidy  provided.  In  the  case  of  Public  Law  480,  Title 
I,  we  sell  commodities — not  GAO,  but  the  U.S.  government — sells 
commodities  to  developing  countries  on  credit  terms  that  generally 
involve  low  interest  rates  and  extremely  long-term  repayment 
periods,  like  thirty  years. 

Because  of  the  long  term  of  the  loans,  because  of  the  below 
market  interest  rates,  compared  to  what  these  countries  would 
have  to  borrow  at  in  the  private  sector,  saying  nothing  about  the 
fact  that  none  of  them  could  borrow  for  thirty  years  to  buy  food, 
there  is  in  fact  an  implicit  credit  subsidy  provided.  That  is  what  we 
mean  when  we  say  concessional  sales. 

There  are  also  provisions  which  permit  the  foreign  purchaser  to 
repay  these  loans  under  certain  circumstances  with  local  currency. 
Local  currency  is  typically  a  soft  currency.  It  is  not  convertible  into 
dollars  or  into  other  freely  tradeable  currencies.  And  that  also  in 
effect  is  a  major  subsidy  element. 

Ms.  DeLauro.  In  your  testimony,  you  talk  about  the  Title  I  pro- 
gram, that  Title  I  alone  does  not  exert  sufficient  leverage  upon  re- 
cipient countries  to  ensure  that  they  have  undertaken  specific 
kinds  of  development  oriented  reforms. 

What  in  your  view  can  be  done  either  to  increase  the  leverage  of 
Title  I  programs  or  to  combine  Title  I  with  other  kinds  of  programs 
to  achieve  that  needed  leverage  that  you  say  is  absent  now? 

Mr.  Mendelowitz.  When  we  say  that  it  does  not  have  sufficient 
leverage  to  induce  a  country  to  do  something  that  it  would  not  do 
otherwise,  what  we  are  saying  in  effect  is  that  the  amount  of 
money  or  the  amount  of  outright  benefit  that  the  country  is  getting 
is  so  small,  you  cannot  do  much. 

Furthermore,  even  if  we  take  the  program  and  allow  the  country 
to  repay  the  debt  in  its  local  currency,  and  then  give  the  money 
back  to  local  government  to  use  the  money  for  a  development 
project,  it  does  not  provide  much  influence.  Giving  a  country  its 
own  currency  back,  when  it  has  the  power  of  the  printing  press,  is 
not  really  giving  them  an5^hing  of  value. 

If  we  give  them  $50  million  in  local  currency,  and  they  can  get 
$50  million  in  local  currency  by  pushing  the  button  on  the  printing 
press,  they  do  not  get  much. 

Ms.  DeLauro.  Talk  about  the  change  as  a  follow-up  to  that,  how 
do  you  make  it? 

Mr.  Mendelowitz.  I  think  that  there  are  two  ways.  One  is  I 
think  that  if  we  want  leverage  with  countries  to  induce  more  effec- 
tive economic  reform  programs  and  development  programs,  I  think 
that  we  really  have  to  look  to  the  whole  aid  package  that  is  being 
provided,  both  bilaterally  and  multilaterally.  That  is  one. 

Secondly,  a  way  in  which  you  in  fact  can  get  small  improvements 
is  if  you  take  the  local  currency  option  and  then  provide  it  to  pri- 
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vate  development  groups  who  are  undertaking  projects  that  we 
think  may  be  particularly  helpful.  That  is  one  way  of  getting  some 
things  going  in  countries  that  might  not  take  place  otherwise. 

Ms.  DeLauro.  To  what  degree  would  you  say  that  this  program 
as  it  is  currently  constructed  is  achieving  the  goals? 

Mr.  Mendelowitz.  I  think  that  there  is  one  goal  that  it  clearly 
achieves.  When  we  provide  a  country  with  food  that  it  would  not 
have  the  resources  to  get  otherwise  or  would  have  a  difficult  time 
coming  up  with  the  resources  to  buy  on  the  world  markets,  we  are 
definitely  enhancing  the  food  security  of  that  country.  We  are  help- 
ing to  feed  its  population. 

But  once  you  move  away  from  the  straightforward  issue  of  pro- 
viding food  without  requiring  the  country  to  come  up  with  hard 
currency  to  pay  for  it,  the  other  benefits  dissipate  fairly  quickly. 

Ms.  DeLauro.  Just  one  quick  point  on  your  last  answer.  To  try 
to  provide  the  soft  currency  to  private  development  efforts. 

Have  you  thought  about  that  at  all  in  terms  of  how  it  might 
work? 

Mr.  Mendelowitz.  That  is  an  option  that  is  available. 

Ms.  DeLauro.  That  is  an  option  available  now? 

Mr.  Mendelowitz.  We  think  that  it  has  some  incremental  value. 

Ms.  DeLauro.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  DuRBiN.  Congressman  Peterson? 

MARKET  PROMOTION  PROGRAM 

Mr.  Peterson.  Thank  you,  Mr.  Chairman. 

And  I  apologize  for  not  hearing  your  earlier  testimony.  Just  a 
couple  of  questions  on  the  MPP. 

Has  this  been  a  start  and  stop  approach.  We  get  on  a  product 
and  we  do  the  promotion,  and  then  we  stop  it,  or  once  we  are  on 
that  we  stay  on? 

Mr.  Mendelowitz.  I  do  not  want  to  sound  cute,  but  the  answer  is 
yes  and  no.  Market  development  projects  are  not  something  that 
take  place  over  one  year.  And  up  to  this  past  year  the  program 
which  is  funded  on  a  one  year  basis,  required  that  only  one  year 
strategies  be  submitted  to  FAS. 

The  regulations  of  the  program  were  recently  changed  and  we 
think  that  the  change  is  an  improvement.  The  beneficiaries  now  re- 
ceiving support  under  the  program  are  asked  to  provide  three  year 
plans  to  demonstrate  how  over  a  three  year  period  their  market  de- 
velopment activities  are  going  to  work.  Obviously,  because  the  ap- 
propriation process  is  annual,  FAS  cannot  commit  funding  for 
more  than  one  year  at  a  time.  Nevertheless,  we  think  that  is  an 
improvement,  because  it  gives  a  somewhat  longer  run  perspective 
to  program  activities. 

Second,  there  has  been  a  movement  in  and  out  of  the  program. 
There  have  been  some  beneficiaries  who  have  come  in,  and  there 
have  been  some  beneficiaries  who  have  left.  It  is  unclear  whether 
the  ones  who  are  leaving  left  because  they  were  failures  or  success- 
es. It  is  hard  to  assess  these  things. 

Third,  there  have  been  some  major  beneficiaries  who  have  been 
in  the  program  year  in  and  year  out.  We  are  not  sure  that,  in  fact, 
it  makes  good  sense.  For  example,  the  Wine  Institute,  which  pro- 


406 

vides  support  for  California  wine  exports,  has  been  a  major  benefi- 
ciary under  the  program  year  in  and  year  out. 

I  think  that  for  1992  and  1993  their  allocation  is  something  close 
to  $12  million,  and  in  past  years  they  have  gotten  $15  million. 
Large  amounts  of  this  money  have  gone  to  very  large  private  firms. 
For  example,  I  do  not  know  what  the  allocation  is  this  year,  but  if 
you  go  back  a  year  or  two,  Gallo  Wine  was  getting  one-third  of  the 
allocation  that  the  Wine  Institute  was  getting.  It  was  getting  $4  or 
$5  million  a  year. 

Gallo  is  the  largest  wine  company  in  the  world.  It  does  not  make 
sense  for  the  U.S.  taxpayer  to  be  providing  support  to  a  company 
that  is  so  large  that  it  is  the  dominant  player  in  the  world.  It 
should  have  the  expertise  and  the  resources  to  develop  markets, 
unless  there  are  very  real  barriers  in  place  imposed  by  foreign  gov- 
ernments, and  we  are  trying  to  make  a  trade  policy  point  by  help- 
ing them  get  over  those  humps  imposed  by  unfair  foreign  practices. 

ADDITIONALITY 

Mr.  Peterson.  Then  two  questions. 

Those  companies  which  engage  in  the  program,  they  participate 
monetarily  as  well. 

Is  there  a  percentage  line  on  that  that  they  have  to  participate; 
and  in  your  analysis,  did  you  weigh  the  product  success  or  what- 
ever you  want  to  call  that  against  the  barrier  question? 

This  program  was  established  to  offset  the  barriers. 

Mr.  Mendelowitz.  Let  me  try  to  answer  the  first  part  of  your 
question  first.  There  is  supposed  to  be  cost  sharing  between  the 
participants.  They  are  supposed  to  put  up  matching  funds,  especial- 
ly in  the  branded  part  of  the  program. 

But  the  way  that  the  program  is  structured,  there  is  no  assur- 
ance of  additionality  in  the  way  the  program  operates.  And  I  will 
give  you  an  example  of  what  I  mean. 

We  have  had  at  different  points  in  the  past  decades,  tax  incen- 
tives for  investment  and  R&D.  We  have  had  an  investment  tax 
credit  in  certain  years.  We  have  had  R&D  tax  credit  in  certain 
years. 

In  order  to  qualify  for  an  investment  tax  credit  or  an  R&D  tax 
credit,  you  had  to  first  spend  a  certain  amount  relative  to  what  you 
had  spent  in  the  three  preceding  years.  For  example,  if  you  were  to 
qualify  in  1993  for  an  investment  tax  credit,  your  investment  ex- 
penditure on  eligible  investments  had  to  be  a  certain  percentage 
more  than  the  average  of  the  preceding  three  years. 

There  is  no  additionality  requirement  in  this  program.  And  as  a 
result,  we  have  no  way  of  knowing,  given  the  way  that  the  pro- 
gram is  structured,  whether  the  money  that  we  are  giving  to  these 
companies  is  merely  replacing  the  corporate  funds  that  they  were 
going  to  spend  anyway,  as  opposed  to  really  supporting  additional 
new  activities. 

And  we  think  that  if  the  taxpayer  is  putting  money  in,  that  the 
taxpayer  should  get  something  for  it.  And  the  effort  should  be 
clearly  and  demonstrably  additional  to  what  the  corporations 
would  have  done  otherwise. 
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TRADE  BARRIERS 


Mr.  Peterson.  The  second  part  of  that  question,  the  measure- 
ment of  barriers  in  the  process. 

Mr.  Mendelowitz.  In  the  funding  criteria  of  the  program,  FAS 
has  specified,  in  concert  with  the  legislative  mandate,  that  the  ex- 
istence of  foreign  barriers  is  in  fact  one  of  the  important  criteria. 
So,  that  clearly  enters  into  the  decision-making  process.  But  we 
have  not  seen  that  they  have  done  the  specific  analysis  where  they 
have  documented  that  funds  are  going  to  a  particular  recipient  be- 
cause of  a  specific  defined  barrier  they  are  trying  to  overcome. 

Mr.  Peterson.  Well,  then  what  are  the  other  criteria?  Is  it  our 
excess  production? 

Mr.  Mendelowitz.  Well 

effect  of  gatt  on  mpp 

Mr.  Peterson.  And  then  to  add  to  that,  throw  in  the  potential 
GATT  agreement  and  what  does  that  do  to  this  program? 

Mr.  Mendelowitz.  What  differentiates  MPP  from  most  of  the 
other  programs  that  FAS  operates  is  that  MPP  is  the  only  program 
that  primarily  benefits  high-value  products,  i.e.  retail-ready,  semi- 
processed,  and  other  high-value  products,  such  as  fruits,  nuts, 
things  like  that. 

And  if  you  look  at  the  trends  in  world  agricultural  trade  over  the 
past  several  decades,  high-value  product  exports  have  been  growing 
more  rapidly  than  bulk  products,  which  are  the  beneficiary  of  most 
of  the  programs  that  FAS  operates.  The  share  of  high-value  prod- 
ucts in  world  agricultural  trade  is  increasing  and  it  is  growing 
more  rapidly  than  bulk  products. 

I  would  say  the  rationale  and  the  justification  of  the  program  is 
that  this  is  an  important  and  growing  sector  of  the  market.  If  it  is 
a  growing  and  important  sector  of  the  market,  and  it  is  deemed  by 
the  Congress,  that  for  us  to  succeed  in  this  market,  some  type  of 
government  assistance  is  needed,  then  that  is  a  rationale  for  a  pro- 
gram targeted  at  the  audience  that  MPP  benefits. 

But  as  I  said,  over  the  years  we  have  been  critical  of  the  fact 
that,  because  of  this  lack  of  additionality,  because  of  the  inability 
to  demonstrate  clear  links  between  the  funds  expended  and  market 
achievements,  we  need  better  leadership,  better  management, 
better  approaches  to  the  program. 

I  remember  several  years  ago  testifying  before  the  House  Agri- 
culture Committee  on  this  program,  and,  to  be  honest,  we  were 
making  the  same  type  of  criticism.  Now,  there  have  been  incremen- 
tal improvements  in  the  operation  of  the  program  along  the  way.  I 
do  not  want  to  imply  that  in  fact  there  has  been  no  improvement. 
But  I  sort  of  remember,  I  think  it  was  back  in  about — it  was  prob- 
ably, was  it  1988? 

Mr.  Thomas.  Yes. 

Mr.  Mendelowitz.  It  was  1988,  and  the  Administrator  of  FAS 
was  saying,  look,  we  spent  money  on  this  program  and  look  at  the 
tremendous  increase  in  exports  we  had,  and  we  spent  money  here 
and  look  at  the  tremendous  increase  in  exports.  The  Chairman 
really  knew  the  markets,  and  he  looked  at  the  Administrator  and 
he  said,  "Wait  a  minute.  You  are  showing  this  tremendous  increase 
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in  cherry  exports,  but  this  program  gave  only  $5,000  to  cherry  ex- 
ports. And  then  this  other  product  for  which  we  are  getting  almost 
no  increase  in  exports  we  spent  millions.  I  mean,  how  can  you  give 
me  these  charts  and  claim  that  this  program  is  a  big  success?" 

These  are  the  kinds  of  things  we  have  been  grappling  with. 

Mr.  Peterson.  Okay.  Then  one  last  question. 

This  would  appear  to  me  to  be  a  primer  of  the  pump  type  pro- 
gram rather  than  a  consistent  program.  Is  that  correct? 

Mr.  Mendelowitz.  And  I  think  that  is  an  excellent  way  of  de- 
scribing it. 

Mr.  Peterson.  But  if  that  is  the  case  did  you  find  anything  in 
your  study  that  would  suggest  what  the  residuals  would  be  from 
maybe  a  segment  of  the  program  where  we  went  in  and  did  a  front- 
end  priming  of  the  pump  and  then  got  out  of  it?  What  did  that  do 
to  the  product  export? 

Mr.  Mendelowitz.  Well,  that  kind  of  analysis  was  not  really 
done.  What  you  described  is  how  I  think  we  would  describe  the  op- 
timal way  the  program  would  operate.  Instead  of  funding  raisin 
promotions,  when  they  already  had  80  percent  of  the  market,  we 
would  try  to  fund  something  on  behalf  of  a  competitive  product 
that  is  not  in  the  market  yet,  so  it  can  get  a  toe  hold.  Once  it  gets  a 
toe  hold  in  the  market  they  should  be  getting  revenues  that  would 
in  fact  support  further  market  development. 

Mr.  Peterson.  Okay. 

Thank  you,  Mr.  Chairman.  I  appreciate  the  time. 

Mr.  DuRBiN.  Mr.  Myers? 

REQUESTS  FOR  GAO  STUDIES 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  Mendelowitz,  what  brings  the  General  Accounting  Office 
into  these  studies  in  the  first  place? 

Mr.  Mendelowitz.  Well,  I  think  all  of  them,  if  I  remember  cor- 
rectly, were  the  result  of  requests  from  various  committees  in  the 
House  and  the  Senate.  Most  of  them,  I  think,  were  the  result  of 
requests  from  either  the  Senate  Agriculture  Committee  or  the 
House  Agriculture  Committee  or  Government  Operations  Commit- 
tee. 

Mr.  Myers.  Each  year  they  make  a  request? 

I  have  watched  these  studies  through  the  years,  and  I  do  not  see 
where  they  have  accomplished  a  whole  lot,  to  be  quite  honest  with 
you. 

Who  reads  them  aside  from  those  of  us  that  have  to? 

Mr.  Mendelowitz.  I  think  that  we  have  done  a  fair  number  of 
studies  on  the  operations  of  these  programs.  The  primary  reason 
why  were  asked  to  look  at  these  programs  on  behalf  of  the  Con- 
gress is  that  they  do  involve  very  substantial  expenditure  of  re- 
sources. 

As  I  have  stated  in  other  fora,  the  U.S.  Government,  for  exam- 
ple, in  1990,  when  we  compiled  all  the  statistics,  spent  about  $2.7 
billion  in  outlays  on  export  assistance.  Agriculture  exports  repre- 
sent about  10  percent  of  U.S.  exports,  but  was  getting  almost  75 
percent  of  the  outlay  dollar  for  export  assistance. 
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When  you  look  at  the  export  credit  programs,  you  find  the  same 
thing.  Credit  assistance  to  agricultural  exports  is  about  half  of  the 
credit  assistance  made  available  to  all  U.S.  exports. 

And  so  the  reasons  why,  I  think,  the  Congress  has  asked  us  to 
look  at  these  programs  is  that  a  very  substantial  commitment  of 
taxpayer  dollars  has  been  put  on  the  table. 

Secondly,  over  the  years  as  we  have  done  our  work  we  found  in 
the  management  of  these  programs  very  substantial  weaknesses. 
We  found  a  philosophy  for  a  number  of  years  at  FAS  that  said 
even  though  we  are  spending  all  this  money,  even  though  we  are 
exposing  the  federal  treasury  to  substantial  contingent  liability  on 
the  credit  programs,  we  are  just  facilitators.  These  are  private  ef- 
forts and  we  are  just  helping  them  along.  And  there  was  a  resist- 
ance and  a  reluctance  to  try  to  put  in  place  the  management  con- 
trols and  internal  controls  that  assured  that  the  programs  were 
working  the  way  they  were  supposed  to  be  working  even  though 
tremendous  amounts  of  monies  were  being  spent. 

I  think  one  of  the  reasons  why  we  have  asked  to  do  so  many  pro- 
grams is  that  year  after  year  there  has  not  been  the  kind  of  rapid 
improvement  in  the  management  of  the  programs  there  should 
have  been. 

If  you  contrast  this,  for  example,  with  work  we  did  in  export  pro- 
motion at  the  Department  of  Agriculture — I  am  sorry — the  Depart- 
ment of  Commerce,  we  had  as  critical  things  to  say  about  the  De- 
partment of  Commerce's  export  programs  as  we  had  to  say  about 
the  Department  of  Agriculture. 

The  difference  is  that  after  several  years  of  pointing  out  real 
problems,  the  Commerce  folks  turned  around  and  said,  you  know 
something,  you  are  right,  we  are  going  to  fix  them.  And  they  called 
us  in  and  they  said,  let  us  work  together  to  try  to  fix  these  pro- 
grams, which  they  did.  They  made  a  tremendous  amount  of 
progress  in  fixing  their  programs. 

So  the  two  reasons  why  we  have  been  asked  to  do  all  this  work  is 
that  there  are  very  large  amounts  of  money  involved,  and  over  the 
years  there  has  been  some  foot  dragging  at  the  Department  of 
Agriculture  in  implementing  the  kind  of  management  controls  and 
internal  controls  necessary  to  make  sure  that  the  federal  monies  are 
being  spent  in  a  way  that  you  get  outcomes  consistent  with  why 
the  monies  were  being  spent,  and  that  opportunities  for  fraud, 
waste  and  abuse  are  minimized. 

Mr.  Myers.  Physically,  where  are  these  investigations  made? 

Mr.  Mendelowitz.  They  are  made  where  the  programs  are  car- 
ried out,  and  that  means  some  of  them  are  made  in  Washington  at 
headquarters  of  the  Foreign  Agriculture  Service.  Some  are  made  at 
the  sites  of  U.S.  organizations  that  are  beneficiaries  from  the  pro- 
grams. And  as  in  the  case 

Mr.  Myers.  Run  that  by  me  again. 

P.L.  480  STUDY 

Mr.  Mendelowitz.  You  know,  at  the  sites  of  beneficiary  organi- 
zations that  have  received  funding.  And  in  the  case  of  the  legisla- 
tively-mandated study  of  P.L.  480,  they  took  place  in  a  number  of 
overseas  posts  where  the  programs  are  being  effected.  For  example. 
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in  the  legislation  that  mandated  that  we  look  at  P.L.  480,  we  were 
specifically  instructed  to  go  to  a  minimum  of  five  countries  in  three 
different  regions. 

INSTRUCTIONS  TO  INVESTIGATORS 

Mr.  Myers.  What  kind  of  instructions,  just  briefly,  do  you  give 
these  investigators  when  you  send  them  out  to  make  an  investiga- 
tion of  these  various  programs? 

Mr.  Mendelowitz.  Well,  we  have  within  the  General  Accounting 
Office  a  professional  staff  which  is  trained  in  undertaking  program 
effectiveness  audits,  and  program  efficiency  audits.  We  have  a  pub- 
licly available  document  which  we  call  "The  Yellow  Book,"  which 
lays  out  the  government  standards  for  conducting  audits,  that  refer 
to  the  independence,  the  objectivity,  and  the  assurance  of  quality  of 
the  work  that  we  are  doing. 

I  would  be  more  than  happy  to  provide  you  with  a  copy  of  those 
yellow  book  standards  that  lay  out  the  fundamental  guidelines  for 
the  type  of  audits  that  we  do. 

Mr.  Myers.  What  I  am  getting  at,  I  have  been  reading  your  reports 
through  the  years.  I  am  not  at  all  sure  who  you  are  working  for. 

PROGRAMS  to  HELP  THE  FARM  PRODUCER 

I  certainly  agree  you  are  working  for  the  American  taxpayers 
and  somebody  ought  to  be  concerned  about  them.  But,  however, 
some  of  the  programs  are  designed  to  help  farm  producers  also, 
and  I  see  little  in  even  your  report  and  I  have  also  been  waiting  to 
hear  the  words  today,  and  I  have  not  heard  them  yet,  about  that 
"farm  producer"  out  there  that  these  programs  are  designed  to 
help.  I  have  seen  very  little  from  your  reports  that  you  have  made 
or  your  testimony  this  morning  indicating  any  concern  about  what 
they  are  contending.  Gallo  wine  was  an  example.  I  am  not  making 
a  case  for  Gallo  wine.  I  do  not  think  it  is  that  good  of  a  wine  in  the 
first  place,  but  it  may  be  the  top  seller  in  the  country.  [Laughter.] 

But  we  have  got  some  good  wine  in  Indiana,  I  might  add,  in  my 
district.  [Laughter.] 

Mr.  Myers.  But  Gallo  is  an  example.  Gallo  does  not  need  any  help, 
I  am  quite  sure.  But  are  they  where  there  is  a  market?  Maybe 
they  are  satisfied  to  stay  right  in  the  United  States  doing  their 
bit  here,  making  as  much  money  as  they  want  to  in  the  United 
States.  But  if  they  can  develop  overseas  markets  with  assistance 
from  the  MPP,  why  should  you  be  concerned  whether  it  is  Gallo  or 
the  smallest  winery  some  place?  That  concerned  me  when  you  said, 
"Well,  Gallo  does  not  need  help."  Quite  true.  But  the  design  was 
not  to  help  Gallo,  it  was  to  help  the  wine  industry,  and  Gallo  hap- 
pened to  be  the  one  there  that  is  moved  into  taking. 

This  is  what  concerned  me  about  the  reports.  It  seemed  like  you 
are — I  am  not  at  all  sure  that  the  reports  you  have  made  have 
been  in  the  interest  of  the  farm  producer  who  is  struggling  out 
there  now.  Gallo  is  not  going  to  struggle,  or  listen  to  the  big  indus- 
tries, the  big  exporting  industries  are  going  to  make  it  all  right. 

Mr.  Mendelowitz.  Sure. 


411 

Mr.  Myers.  We  are  trying  to  help  that  farmer,  and  the  only 
utility  we  have  today,  the  only  entity  we  have  is  these  big  con- 
cerns. As  long  as  you  are  going  to  say  they  cannot  participate,  we 
are  not  going  to  help  the  farmer  out  there. 

Mr.  Mendelowitz.  Mr.  Meyers,  I  think  that  you  have  hit  on 
really  a  very  important  point.  We  are  not  out  to  punish  the  small 
farmer.  We  are  not  out  to  ignore  the  concerns  and  the  interests 
and  the  needs  of  the  small  farmer.  What  we  try  to  do  is  we  try  to 
assess  the  effectiveness  of  programs  in  meeting  objectives  that  you 
the  Congress  have  created  for  them. 

In  the  case  of  MPP  and  a  number  of  the  other  programs  that  we 
have  looked  at,  the  FAS  has  not  demonstrated  convincingly  that  in 
fact  the  programs  are  achieving  the  objectives.  So  that  in  fact  when 
we  talk  about  Gallo  getting  the  wine  versus — I  am  sorry — Gallo 
getting  the  support  versus  somebody  else,  we  are  trying  to  get  at 
the  fundamental  issue  of  whether  the  program  is  doing  what  you 
directed  the  Executive  Branch  to  do  when  you  funded  the  program 
and  when  you  set  up  the  program.  And  I  would  say  that  has  been, 
one  of  our  major  concerns;  that  the  effectiveness  of  the  programs 
have  not  been  demonstrated. 

I  talked  earlier,  in  response  to  a  question  from — was  it  Mr.  Pe- 
terson— about  the  additionality  issue?  Unless,  for  example,  they 
have  operational  regulations  in  place  to  ensure  that  if  $5  million 
goes  to  Gallo  Wine,  that,  number  one,  somebody  in  fact  did  make 
the  judgment  that  the  American  farmer  and  the  American  export- 
ers were  really  going  to  benefit  from  Gallo  getting  it  versus  some- 
body else. 

And,  secondly,  and  this  is  really  important,  there  is  nothing  in 
the  program  to  ensure  that  if  Gallo  gets  $5  million,  that  will  in  fact 
represent  an  additional  $5  million  or  more  in  export  promotion  ex- 
penditures over  what  would  have  been  spent  without  the  program. 

So  that  if  you  cannot  demonstrate  those  fundamental  things,  you 
cannot  demonstrate  that  there  is  anything  about  the  operation  of 
the  program  that  in  fact  is  going  to  help  the  farmer  who  you  ex- 
press your  real  concern  for. 

Mr.  Myers.  But  if  the  concern  is  that  Gallo  is  a  big  company 
and  that  is  why  you  are  all  criticizing  the  program,  that  is  not  a 
very  good  reason,  in  my  judgement. 

Mr.  Mendelowitz.  Yes,  but  if  you  look  at,  for  example,  what  we 
are  saying  is  that  FAS  does  not  have  the  rationale  for  deciding  how 
much  money  to  give  to  a  big  versus  a  small  beneficiary.  If  they  had 
come  in  and  said,  if  we  give  money  to  this  big  company  because  it 
links  to  the  following  benefits  in  the  following  ways,  and  show  all 
the  linkages,  what  the  payoff  was,  what  the  return  was,  they  would 
have  a  good  justification  for  how  the  money  was  spent.  They  do  not 
have  it. 

Basically,  now  what  happens  is  the  money  goes  out  to  these  coop- 
erator  organizations  or  various  associations  who  in  turn  reallocate 
the  money.  And,  you  know,  there  is  tuat  famous  statement  from  an 
official  of  Paul  Newman's  Own,  who  was  a  beneficiary  under  the 
MPP.  The  question  was,  how  did  Paul  Newman's  Own  become  a 
beneficiary  under  MPP.  And  the  spokesperson  or  the  official  said, 
gee,  we  got  a  call  from  some  association  that  said,  quick,  send  us  a 
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letter  and  tell  us  you  want  some  money;  we  will  send  you  some 
money.  I  mean,  that  is  not  the  way  to  effectively  run  a  program. 

Mr.  Myers.  Well,  if  that  is  the  way  it  is  done,  of  course,  1  quite 
agree  with  you.  But  to  be  critical  just  because  they  are  big  or 
because  they  do  not  need  the  money,  it  is  what  they  are  doing  out 
there,  and  if  they  are  capable  of  doing  it,  and  somebody  else  is  not 
interested  in  doing  it,  more  power  to  them  as  far  as  I  am  con- 
cerned. That  is  what  I  was  concerned  about  your  reason  why  Gallo 
should  not  be  receiving  MPP  support. 

Mr.  Mendelowitz.  No,  it  is 

Mr.  Myers. 

Mr.  Mendelowitz.  Sure,  the  issue  of  big  really  is  just  a  short- 
hand for  all  this. 

Mr.  Myers.  Well,  I  have  heard  that  so  much  today,  and  I  am 
hearing  it  more  from  this  administration  about  the  class  system.  I 
did  not  think  we  had  a  class  system  in  this  country,  but  I  am  more 
concerned  everyday  about  the  thinking  that  goes  into  this. 

One  last  question.  Mr.  Smith  and  I  just  returned  from  a  trip  to 
Europe  and  visited  some  of  the  satellite  countries,  and  as  true  we 
only  saw  one — in  the  six  embassies  we  went  in  to,  only  one  nation 
had  an  agriculture  attache,  and  they  are  about  to  lose  him. 

You  mentioned  in  your  statement  here  briefly  about  the  compar- 
ison of  the  agricultural  export  offices  as  well  as  attaches.  You  did 
not  cover  that  very  well. 

Why  do  we  need  both  in  the  country?  Have  you  shown  any  inter- 
est in  encouraging  agricultural  attaches  in  embassies  around  the 
world? 

Mr.  Mendelowitz.  Well,  my  understanding  of  what  is  being 
called  for  over  the  next  three — four  years  is  a  substantial  reduction 
in  the  operating  budget  of  FAS.  Do  more  with  less,  but  maintain 
the  programs  where  they  were;  you  know,  program  levels  constant. 

Mr.  Myers.  You  think  momentum  will  carry  them  through? 

Mr.  Mendelowitz.  Yes.  And  I  will  be  honest,  our  assessment  of 
these  programs  is  I  would  rather  see  a  little  more  in  the  way  of 
resources  and  effort  expended  on  managing  the  programs,  operat- 
ing the  programs,  you  know,  having  the  attaches,  the  ATOs  in 
places  that  are  needed  to  provide  the  assistance,  and  a  little  -less 
money  spent  on  the  programs  where  we  have  not  seen  all  that 
much  effective  use  of  the  funds,  as  in  the  case  of  MPP. 

So  my  answer  to  your  question  is  that  I  think  it  would  be  a  mis- 
take to  keep  high  levels  of  funding  for  the  programs  without 
having  the  infrastructure  in  place  to  adequately  manage  how  it 
gets  used. 

need  to  be  competitive 

Mr.  Myers.  Well,  ideally,  of  course,  if  industry  would  take  care 
of  this,  we  would  not  have  to  have  government  involved.  But,  un- 
fortunately, throughout  the  world  today  we  see  an  American  indus- 
try, including  agriculture,  is  not  out  there  hustling  like  the  Japa- 
nese are  doing  and  some  other  countries  of  the  world,  and  we  are 
doing  a  very  poor  job.  If  our  industry  is  not  concerned,  well,  there 
has  to  be  some  stimulus  someplace — stimuli?  Which  is  it?  Stimuli,  I 
guess.  I  missed  Latin  that  day. 
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But,  in  any  event,  we  need  to  do  something.  The  reports  that  I 
have  seen  seem  to  be  more  critical  about  procedures  rather  than 
about  accomplishment.  I  think  the  mission  is  to  get  American  ex- 
ports out  there  more  prevalently  than  they  are  today. 

Mr.  Mendelowitz.  Yes,  I  agree  with  you  100  percent  on  the  im- 
portance of  the  export  sector  of  the  U.S.  economy.  If  you  look  at 
what  has  happened  to  the  U.S.  economy  over  all  over  the  past  two 
decades,  there  has  been  a  radical  transformation  of  the  U.S.  econo- 
my. The  U.S.  economy  has  become  thoroughly  internationalized: 
goods  markets,  capital  markets. 

I  remember  when  I  first  studied  international  trade,  if  you  asked 
a  businessman  whether  he  was  selling  in  Paris,  he  would  say, 
"Paris?  I  don't  sell  in  Peoria."  And  that  was  okay  because  you  did 
not  really  have  to  worry  about  Paris  and  you  did  not  have  to  worry 
about  the  guy  in  Paris.  All  you  had  to  do  was  worry  about  how 
good  your  competition  was  around  the  corner. 

Today  you  cannot  say  that,  because  whether  you  choose  to  sell  in 
Paris  or  not,  if  you  are  not  capable  of  selling  in  Paris,  you  are  not 
going  to  succeed  in  Peoria,  because  your  competition  is  going  to 
come  to  Peoria  and  eat  your  lunch  in  your  own  back  yard. 

This  fundamental  message  of  the  importance  of  exporting  and 
being  competitive  by  world  class  standards  has  been  a  message 
that  we  have  dwelt  on  at  great  length  in  a  number  of  our  projects, 
and  we  have  emphasized  it  very  much. 

In  the  case  of  the  specific  projects,  you  know,  studies  that  we 
have  done  that  you  have  cited,  we  are  not  losing  sight  of  the  impor- 
tance of  the  fundamental  objective  of  the  programs.  Our  criticism 
at  the  most  fundamental  level  of  the  programs  is  that  these  pro- 
grams are  not  doing  what  you  want  them  to  do,  because  of  inad- 
equate management,  because  of  the  management  direction,  because 
of  inadequate  criteria,  operations,  et  cetera.  They  were  not  giving 
that  big  umph,  that  big  push  to  American  exports  that  they  should 
be  doing. 

MARSHALL  PLAN 

Mr.  Myers.  When  the  Marshall  Plan  was  developed,  I  did  not 
think  much  of  it  at  the  time.  I  was  not  in  Congress.  I  was  still  in 
college,  as  I  recall.  But  it  did  develop  into  a  great  program  and 
look  at  the  markets  we  have  developed.  I  think  if  we  can  give  some 
of  these  industries,  whether  they  be  big  or  small,  a  little  boot  and 
show  them  how  to  do  it,  maybe  then  a  couple  of  years  from  now  we 
will  not  need  to  have  these  programs. 

Mr.  Mendelowitz.  Yes. 

Mr.  Myers.  In  closing,  would  you  provide  how  much  these  stud- 
ies have  cost,  how  much  has  been  spent?  Submit  it  for  the  record, 
if  you  would,  please. 

Mr.  Mendelowitz.  Yes,  I  can  try  to  come  up  with  the  staff  days 
that  we  spent  on  the  project. 

Mr.  Myers.  Thank  you. 

[The  information  follows:] 

Attached  for  the  record  (see  appendix)  are  the  total  costs  of  the  GAO  reports  and 
testimonies  on  agricultural  trade-related  issues.  The  GAO  staff  day  costs  applied  to 
the  individual  reports  and  testimonies  represent  GAO's  total  operating  costs  (direct 
and  administrative)  required  to  complete  each  assignment.  These  costs  were  comput- 
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ed  by  multiplying  the  number  of  staff  days  used  on  each  assignment  by  the  average 
direct  and  administrative  costs  (such  as  the  proportionate  share  of  travel,  training, 
leave,  and  other  indirect  costs)  of  the  appropriate  GAO  divisions. 

These  written  products  in  a  number  of  cases,  were  requesteed  by  more  than  one 
Member  of  Congress.  The  overwhelming  majority  of  these  products  were  requested 
by  either  a  Committee  or  Subcommittee  Chairman.  In  many  cases  these  reports  in- 
volved GAO  work  outside  the  Foreign  Agricultural  Service  and  the  U.S.  Department 
of  Agriculture.  Extensive  work  was  conducted  at  numerous  executive  branch  agen- 
cies including  the  Departments  of  Commerce,  State,  the  Treasury,  Justice,  Defense, 
and  Health  and  Human  Services;  the  Agency  for  International  Development;  the 
Office  of  Management  and  Budget;  and  the  National  Security  Council;  as  well  as 
numerous  private  sector  organizations,  international  agencies,  and  foreign  govern- 
ments. These  costs  encompass  briefings  and  other  assistance  provided  to  the  request- 
ers during  the  course  of  the  assignment. 
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AGRICULTURAL  TRADE  REPORTS 
_  Total  GAP  Cost 

TRANSITION  SERIES:   International  Trade  (GAO/OCG-93-11TR, 

Dec.  1992)  .  *  12,280 

INTERNATIONAL  TRADE:   Advertising  and  Promoting  U.S.  Cigarettes 

in  Selected  Asian  Countries  (GAO/GGD-93-38,  Dec.  31,  1992).       519,044 

LOAN  GUARANTEES:   Export  Credit  Guarantee  Programs'  Costs 

are  High  (GAO/GGD-93-45,  Dec.  22,  1992).  137,536 

INTERNATIONAL  TRADE:   Restrictions  on  U.S.  Racehorses  in 

Foreign  Country  Races  (GAO/GGD-93-15,  Oct.  30,  1992)  56,488 

Progress  in  GATT  Negotiations.  (GAO/GGD-92-6R,  July  31,  1992).     92,000 

INTERNATIONAL  TRADE:   Canada  and  Australia  Relv  Heavily  on 

Wheat  Boards  to  Market  Grain  (GAO/NSIAD-92-129 ,  June  10,  1992).   263,304 

U.S.  DEPARTMENT  OF  AGRICULTURE:   Better  Trade  Show  Management 

Can  Increase  Benefits  to  Exporters  (GAO/NSIAD-92-122, 

Mar.  10,  1992).  399,648 

Agricultural  Chemicals  to  Iraq  (GAO/NSIAD-92-79R,  Mar.  3,  1992).   41,400 

INTERNATIONAL  TRADE:   Agricultural  Trade  Offices'  Role  in 

Promoting  U.S.  Exports  Is  Unclear  (GAO/NSIAD-92-65, 

Jan.  16,  1992).  541,512 

EXPORT  PROMOTION:   Federal  Programs  Lack  Organizational 

and  Funding  Cohesiveness   (GAO/NSIAD-92-49 ,  Jan.  10,  1992).       67,896 

DRUG  POLICY  AND  AGRICULTURE:   U.S.  Trade  Impacts  of  Alternative 

Crops  to  Andean  Coca  (GAO/NSIAD-92-12 ,  Oct.  28,  1991).  316,598 

INTERNATIONAL  TRADE:   Factors  Affecting  the  Price  of  Alaskan 

Bristol  Bay  Sockeve  Salmon  (GAO/NSIAD-91-322,  Sept.  13,  1991).    103,224 

INTERNATIONAL  TRADE:   Soviet  Agricultural  Reform  and  the  U.S. 
Government  Response  (GAO/NSIAD-91-152,  June  28,  1991).  240,757 

AGRICULTURAL  TRADE:   Cooperator  Conflict  of  Interest  Regulation 

Needs  Strengthening  (GAO/NSIAD-91-217,  May  22,  1991).  132,849 

LOAN  GUARANTEES:   Export  Credit  Guarantee  Programs'  Long-Run 

Costs  are  High  (GAO/NSIAD-91-180,  Apr.  19,  1991).  144,047 

U.S.  MEXICO  TRADE:   Impact  of  Liberalization  in  the  Agricultural 

Sector  (GAO/NSIAD-91-155,  Mar.  29,  1991)  178,150 
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Total  GAP  Cost 

U.S.-MFXTrn  trade:   Extent  to  Which  Mexican  Horticultural 

Exports  Complement  U.S.  Production  (GAO/NSIAD-91-94BR, 

Feb.  20,  1991).  $209,199 

AGRICULTURAL  TRADE  NEGOTIATIONS;   Stalemate  in  the  Uruguay 

Round  (GAO/NSIAD-91-129,  Feb.  1,  1991).  70,751 

U.S.  DEPARTMENT  OF  AGRICULTURE:   Strategic  Marketing  Needed 

to  Lead  Agribusiness  in  International  Trade  (GAO/RCED-91-22, 

Jan.  22,  1991).  168,777 

U.S.  FOOD  EXPORTS;   Five  Countries 'Standards  and  Procedures  for 

Testing  Pesticides  Residues  (GAO/NSIAD-91-90,  Dec.  20,  1990).     358,336 

INTERNATIONAL  TRADE:  Irag's  Participation  in  U.S.  Agricultural 

Export  Programs  (GAO/NSIAD-91-76,  Nov.  14,  1990).  87,548 

AGRICULTURAL  TRADE:   Improvements  Needed  in  Management  of 

Targeted  Export  Assistance  Program  (GAO/NSIAD-90-225, 

June  27,  1990).  249,919 

CARGO  PREFERENCE  REQUIREMENTS:   Their  Impact  on  U.S.  Food 

Aid  Programs  and  the  Merchant  Marine  (GAO/NSIAD-90-174, 

June  19,  1990) .  118,597 

INTERNATIONAL  TRADE:   Export  Enhancement  Program's  Recent 

Changes  and  Future  Role  (GAO/NSIAD-90-204,  June  14,  1990).        483,550 

TRADE  AND  HEALTH  ISSUES;   Dichotomy  Between  U.S.  Export  Policy 

and  Antismoking  Initiatives  (NSIAD-90-190,  May  15,  1990).         488,131 

INTERNATIONAL  TRADE:   Competition  for  Japan's  High  Value 

Agricultural  Market  (GAO/NSIAD-90-134,  Mar.  30,  1990).  22,905 

1990  FARM  BILL;   Opportunities  for  Change  (GAO/RCED-90-142, 

April  10,  1990)  82,593 

INTERNATIONAL  TRADE;   Activity  Under  the  Export  Enhancement 

Program  (GAO/NSIAD-90-59FS,  Feb.  12,  1990).  168,795 

INTERNATIONAL  TRADE:   Export  Enhancement  Program  Bonus 

Overpayments  (GAO/NSIAD-90-83,  Feb.  7,  1990).  99,000 

INTERNATIONAL  TRADE;   Foreign  Market  Development  for  High 

Value  Agricultural  Trade  (GAO/NSIAD-90-47,  Jan.  17,  1990).        295,020 

U.S. -MEXICO  TRADE:   Trends  and  Impediments  (GAO/NSIAD-90-85R, 

Jan.  12,  1990).  211,860 
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AGRICULTURAL  TRADE  TESTIMONY 


EXPORT  PROMOTION:   Federal  Approach  is  Fragmented 
(GAO/T-GGD-92-68,  Aug.  10,  1992) 

U.S.  DEPARTMENT  OF  AGRICULTURE:   High-Value  Products  and  U.S 
Export  Promotion  Efforts  (GAO/T-GGD-92-64,  July  28,  1992) 

AGRICULTURE'S  EXPORT  CREDIT  PROGRAMS:   Delays  in  Accessing 
Records  Relating  to  Iraq  {GAO/T-GGD-92-47 ,  May  29,  1992) 

U.S.  DEPARTMENT  OF  AGRICULTURE:   Improved  Management  Could 
Increase  the  Effectiveness  of  Export  Promotion  Activities 
(GAO/T-GGD-92-30,  Apr.  7,  1992)  25,788 

U.S.  DEPARTMENT  OF  AGRICULTURE:   Management  Issues  Remain 

Unresolved  in  the  Market  Promotion  Program  (GAO/T-GGD-92-25, 

Mar.  25,  1992)  24,560 

U.S.  Efforts  to  Increase  Export  of  High  Value  Agricultural 

Products  (GAO/T-NSIAD-91-43,  June  25,  1991)  2,208 

The  Soviet  Union's  Participation  in  the  Agriculture  Department's 

Export  Credit  Guarantee  Programs  (GAO/T-NSIAD-91-38, 

May  21,  1991)  1,104 


Total 

GAO 

Cost 

$7, 

,368 

3, 

,070 

9 

,210 

Iraq's  Participation  in  the  Commodity  Credit  Corporation's 
GSM- 102- 103  Export  Credit  Guarantee  Programs  (GAO/T-NSIAD- 
91-13,  Mar.  14,  1991) 


8,280 


Report  on  Commodity  Credit  Corporation's  GSM-102-103  Export 

Credit  Guarantee  Programs  and  Iraq's  Participation  in  the 

Programs  (GAO/T-NSIAD-91-01,  Oct.  16,  1990)  6,108 

Restrictions  on  U.S.  Aid  to  Bolivia  for  Crop  Development 
Competing  With  U.S.  Agricultural  Exports  and  their  Relation- 
ship to  U.S.  Anti-Drug  Efforts  and  Purchasing  Parts 
(GAO/T-NSIAD-90-52,  June  27,  1990)  11,198 

Dichotomy  Between  U.S.  Tobacco  Export  Policy  and  Antismoking 
Initiatives  (GAO/T-NSAID-90-42,  May  17,  1990)  5,090 

Status  Report _on  GAO's  Reviews  on  P.L.  480  Food  Aid  Programs 
(GAO/T-NSIAD-90-23,  Mar.  21,  1990)  622,710 

Status  Report  on  GAO's  Reviews  of  the  Targeted  Export  Assistance 

Program,  the  Export  Enhancement  Program,  and  the  GSM- 102/ 

103  Export  Credit  Guarantee  Programs  (GAO/T-NSIAD-90-12 , 

Nov.  16,  1989)  7,425 

Status  Report  on  GAO's  Review  of  the  Export  Enhancement  Program 
(GAO/T-NSIAD-89-45,  July  31,  1989)  5,940 

Commodity  Credit  Corporation's  Export  Credit  Guarantee  Programs 
(GAO/T-NSIAD-89-9,  Mar.  1,  1989)  9,900 

Commodity  Credit  Corporation's  Export  Credit  Guarantee  Programs 
(GAO/T-NSIAD-89-2,  Oct.  6,  1988)  7,425 
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Mr.  DuRBiN.  Thank  you,  Mr.  Myers. 
Mr.  Pastor? 

FAS  MANAGEMENT 

Mr.  Pastor.  I  heard  the  year  1988.  I  am  assuming  that  is  when 
you  probably  released  one  of  your  first  reports  dealing  with  the 
FAS. 

Mr.  Mendelowitz.  Well,  it  was  one  of  the  first  reports  on  the 
Targeted  Export  Assistance  Program,  which  was  the  predecessor  to 
the  MPP,  the  Market  Promotion  Program. 

Mr.  Pastor.  So  it  has  been  a  few  years,  and  I  have  heard  you 
conclude  several  times  that  the  management  of  the  program,  the 
reluctance  to  take  some  of  the  recommendations,  et  cetera,  et 
cetera,  have  caused  this  program  to  be  ineffective.  As  I  understand 
it,  that  is  your  conclusion. 

And  as  I  read  further  into  the  report  you  say  you  want  to  do  an 
additional  study  on  the  organization,  how  it  is  set  up,  the  manage- 
ment, et  cetera.  But  I  think  you  have  already  concluded,  and  I  am 
convinced  by  your  conclusion,  that  since  1988  these  problems  have 
been  brought  forth,  although  very  little  has  been  done  to  correct 
them.  And  aggravating  this  situation  it  appears  the  Japanese  and 
their  FAS  are  probably  more  effective  and,  as  some  people  have 
commented,  this  has  caused  us  to  lose  out  on  some  market  opportu- 
nities. They  are  more  aggressive,  more  bullish  and  are  able  to 
expand  the  sale  of  their  goods  in  our  country  where  we  have  failed 
to  expand  our  sales  in  their  country. 

And  for  me  to  be  here  at  this  hearing,  the  first  time  on  this  com- 
mittee, it  is  very  disappointing  to  realize  that  an  organization  that 
is  supposed  to  help  the  American  farmer  is  not  wanting  to  take 
advice  from  an  outside  group  to  see  how  it  could  do  better.  And  as 
a  result,  the  industry  they  are  supposed  to  help  is  diminishing 
overseas. 

It  is  evident,  from  their  trade  shows,  they  are  not  connected  with 
other  federal  agencies  and  are  not  effective.  How  they  deal  with 
the  GSM- 102  program  and  continue  to  subsidize  a  country  that  is  a 
high  risk  with  two  banks,  and  yet  no  one  seemed  to  care.  As  a 
result  after  subsidizing  them,  we  went  to  war  with  them. 

Hopefully,  Secretary  Espy  will  look  at  this  very  closely  since  it  is 
very  important  to  me  that  the  American  farmer  is  better  protected. 

I  do  not  question  your  process.  I  figure  that  you  have  been  fair. 
You  try  to  be  fair.  And  your  job  here  is  to  point  out  to  me  where 
the  problems  are. 

HIGH  VALUE  PRODUCTS 

I  have  two  questions.  One  is  where  you  say  that  it  is  important 
that  we  promote  HV  products  because  they  lessen  price  swings  and 
are  easy  to  market.  But  you  also  make  a  comment  here  that,  in  doing 
it,  it  is  to  the  benefit  of  the  manufacturer,  and  it  is  the  farmer  who  is 
losing  out. 

Would  you  make  a  comment  on  that? 

Mr.  Mendelowitz.  Well,  I  would  not  say  that  the  farmer  is 
losing  out.  But  because  retail-ready  products  have  a  lot  more  proc- 
essing and  manufacturing  cost  embodied  in  them  than  bulk  prod- 
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ucts,  more  of  the  funds  go  to  basically  non-farm  activities  than  is 
the  case  under  bulk  products. 

I  want  to  be  a  little  careful.  I  would  be  overstepping  my  bounds 
if  I  said,  you  know,  we  should  be  doing  this.  I  am  giving,  based  on 
our  analysis,  the  rationales  for  why  it  would  be  appropriate  for  the 
government  to  be — you  know,  the  types  of  rationales  that  would  be 
used  to  provide  an  appropriate  basis  for  these  types  of  programs. 

But  the  answer  is  all  these  programs  have  trade  offs,  and  on  the 
plus  side,  with  respect  to  HVP,  as  I  said  in  my  statement,  they  are 
more  price  in  elastic. 

Mr.  Pastor.  Sure. 

Mr.  Mendelowitz.  You  can  get  better  margins  because  there  is 
product  differentiation.  It  is  easier  to  hold  on  to  a  market.  Once 
someone  gets  used  to  buying  something  with  your  name  on  a  high- 
value  product,  your  name  becomes  real  valuable,  because  if  you  are 
good  they  are  going  to  come  back  looking  for  you. 

And  so  certainly  the  farm  community  benefits  from  this  kind  of 
sustained  identification  with  a  product  that  has  agricultural  raw 
material  in  it. 

On  the  other  side,  when  FAS  and  the  Congress  are  deciding  how 
much  to  devote  to  bulk  versus  high-value  products,  one  of  the 
things  that  has  to  be  considered  is  what  is  the  primary  objective.  Is 
it  to  help  the  farmer  on  the  land,  i.e.  the  short-term  benefit,  or  is  it 
the  long-term  benefit  of  HVP  programs. 

LONG-TERM  TRADE  STRATEGY 

Mr.  Pastor.  But  as  I  read  your  report  and  hear  testimony,  one  of 
the  problems  that  we  have  is  that  we  do  not  have  a  long-term 
strategy. 

Mr.  Mendelowitz.  Yes. 

Mr.  Pastor.  And  so  there  is — and  as  I  understand  this  program, 
it  is  to  develop  new  markets  for  products  that  American  farmers 
want  to  sell. 

What  kind  of  plans  do  they  have,  if  any? 

Mr.  Mendelowitz.  Well,  the  1990  Farm  Bill  required  that  USDA 
provide  an  integrated  long-term  agricultural  trade  strategy  by  Oc- 
tober of  1991.  The  first  cut  at  that  plan  was  delivered  to  the  Con- 
gress a  couple  of  weeks  ago,  at  the  end  of  January. 

We  took  a  quick  look  at  it.  We  have  not  had  a  chance  to  look  at 
in  depth.  But  we  do  not  feel  that  that  plan  represents  a  strategy 
that  would  be  a  good  management  tool  to  help  in  deciding  what 
programs  to  promote,  what  programs  to  reduce,  the  rationale  for 
why  those  decisions  are  made.  We  basically  view  the  plan  as  pretty 
much  of  a  status  quo  plan,  saying  these  are  all  the  resources  we 
have,  these  are  all  the  programs,  and  these  are  objectives,  and  this 
is  how  we  are  going  to  use  the  programs  to  meet  our  objectives.  I 
think  that  a  more  useful  long-run  strategy  would  go  to  the  nub  of 
the  hard  issues  like  the  one  you  just  raised,  as  to  how  much  we 
devote  to  bulk  versus  HVP,  the  impact  on  other  agricultural  sup- 
port programs,  cost  to  the  Treasury,  value  to  the  farmer  over  the 
long  run,  how  we  could  be  more  innovative  in  tying  in  our  produc- 
tion to  the  world  agricultural  markets.  These  are  the  gusty,  raw, 
really  helpful  analytical  elements  that  are  not  in  the  plan. 
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Mr.  Pastor.  Was  it  last  week  that  I  heard  that  we  have  a  compo- 
nent that  does  stats  research,  and  then  the  responsibility  falls  on 
another  department  to  do  other  types  of  research,  including  re- 
search on  the  world  market  and  how  different  commodities  will 
perform. 

Do  these  agencies  ever  talk  to  each  other  to  develop  long-term 
strategies? 

Mr.  Mendelowitz.  The  explanation  of  the  methodology  that 
went  into  the  long-term  strategy  that  was  completed  a  couple  of 
weeks  ago  included  a  description  of  all  the  different  agencies 
within  USDA  that  contributed  to  the  study.  And  the  effort,  based 
on  their  description,  did  roll  up  all  the  different  agencies.  And  if  in 
fact  each  played  an  important  role  in  the  process,  that  is  a  really 
great  precedent  to  set.  Specifically,  the  value  that  each  brings. 

I  want  to  be  a  little  reluctant  to  be  overly  critical,  because  the 
truth  of  the  matter  is  most  organizations  in  the  world  today, 
whether  they  are  large,  private  corporations  like  General  Motors, 
or  universities,  or  the  government,  are  sort  of  smoke  stack-type  or- 
ganizations. You  have  all  these  vertical  hierarchical  structures.  In- 
formation flows  up  and  down  within  the  smoke  stacks.  Very  little 
flows  across. 

One  of  the  breakthroughs  that  the  most  advanced  and  competi- 
tive U.S.  companies  are  making  today  is  getting  information  to 
flow  horizontally  as  well  as  verticaly.  So  that  the  problem  you  de- 
scribe, in  terms  of  do  they  communicate,  is  a  classic  problem  of 
most  organizations.  And  the  extent  to  which  the  first  cut  at  the 
long-term  agricultural  trade  strategy  in  fact  resulted  in  more  of 
the  components  of  the  smoke  stacks,  communicating  horizontally, 
that  is  a  real  good  start,  a  good  precedent. 

P.L.  480  STUDY 

Mr.  Pastor.  The  other  question  I  have,  you  are  doing  a  case 
study  of  five  countries,  and  the  purpose  of  Public  Law  480  is  to 
combat  world  hunger,  to  promote  sustainable  development  and 
that  is  agricultural  development,  expand  international  trade,  devel- 
op and  expand  export  markets  and  encourage  the  development  of 
private  enterprise. 

But  it  seems  that  we  provide  the  food — well,  let  me  make  this — 
this  first  question  is  how  are  these  countries  selected:  Morocco,  Ja- 
maica, Guatemala,  Philippines,  Egypt?  Now,  those  countries  seem 
to  have — what  is  that? 

Mr.  Skeen.  Lottery. 

Mr.  Pastor.  Lottery?  Well,  that  is  probably  how  it  is  done.  That 
is  what  I  want  to  find  out. 

How  are  the  criteria  to 

Mr.  Mendelowitz.  The  countries  that  are  beneficiaries  under  the 
program  are  selected  based  upon  really 

Mr.  Pastor.  Lottery. 

Mr.  Mendelowitz  [continuing].  Economic  activity,  food  needs. 
The  criteria  are  reasonably,  laid  out.  The  regulations  specify,  the 
criteria  they  use  in  selecting  the  countries. 

Mr.  Pastor.  But  it  seems  that  most  of  the — at  least  the  prelimi- 
nary study  shows  that  in  most  of  these  countries  there  is  very  little 
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product  development  for  us;  that  we  are  basically  maintaining 
their  market.  And  even  if— they  do  not  have  the  money  to  pay  us, 
or  they  do  not  have  the  money  to  develop.  So  are  we  there  basical- 
ly just  to  feed  them? 

Mr.  Mendelowitz.  Well,  it  may  be  that  our  objectives  for  the 
program  are  too  ambitious.  Maybe  we  should  be  content  to  run  a 
program  that  effectively  provides  U.S.  commodities  to  countries 
that  do  not  have  the  money  to  pay  for  it,  but  have  food  needs.  And 
anything  else  we  can  do  on  top  of  that  is  gravy. 

Mr.  Pastor.  Because  if  the  trade  shows  and  the  marketplace  de- 
velopment and  all  that  is  not — I  am  sure  it  is  not  geared  to  these 
countries. 

Mr.  Mendelowitz.  No,  it  is 

Mr.  Pastor.  And  so,  you  know. 

Mr.  Mendelowitz.  That  is  right.  I  think  that  you  have  to  view — 
if  you  are  looking  at  the  role  of  food  aid  within  market  develop- 
ment, you  have  to  look  at  the  long  run.  You  have  to  look  at  grad- 
uation over  very  long  periods  of  time  from  food  aid,  to  less  conces- 
sional assistance,  and  finally  to  the  cash  market.  There  have  been 
a  small  number  of  countries  who  have  had  real  success  stories  in 
economic  development,  who  have  moved  from  being  food  aid  recipi- 
ents at  one  point  in  history  and  in  fact  are  cash  purchasers  today. 
Probably  Korea  is  the  best  example. 

Mr.  Pastor.  Your  GAO  management  review  of  FAS,  how  long  is 
it  going  to  take? 

Mr.  Mendelowitz.  We  expect  to  have  it  done  by  the  end  of  this 
year. 

NAFTA 

Mr.  Pastor.  So  we  go  another  year  with  the  same  vehicle,  very 
little  change,  and  we  have  NAFTA  probably  coming  on  board,  and 
yet  these  are  the  people  who  negotiated  on  our  behalf,  I  guess,  on 
the  NAFTA. 

How  did  we  do?  Have  you  evaluated  that? 

Mr.  Mendelowitz.  We  did  a  fair  amount  of  assessment  of  agri- 
cultural trade  between  the  United  States  and  Mexico  before  the 
NAFTA  negotiations  began.  What  we  found  was  in  fact  there  was  a 
fairly  high  degree  of  complementarily  between  what  we  can  grow 
and  export,  and  what  Mexico  can  grow  and  export. 

The  products  that  were  competitive  with  U.S.  products  tended  to 
be  available  during  seasons  when  U.S.  products  were  not  in  abun- 
dant supply,  winter  vegetables,  for  example. 

We  have  a  natural  advantage  in  bulk  grains  and  some  other 
products  that  the  Mexicans  could  not  grow  in  abundance,  and  we 
are  exporting  more  of  that  to  them.  They  have  an  advantage  in 
winter  vegetable  crops  in  the  border  area.  They  have  been  export- 
ing more  to  us.  So  that  the  general  consensus  has  been  that  U.S.- 
Mexico agricultural  trade  has  been  mutually  beneficial. 

I  have  not  looked  in  great  detail  at  the  agricultural  portion  of 
the  NAFTA  agreement,  but  I  have  not  heard  large  outcries  from 
agricultural  interests  that  felt  that  there  were  major  deficiencies 
that  would  cause  American  farmers  to  suffer.  I  just  cannot  say  de- 
finitively, because  we  have  not  done  a  detailed  analysis  on  that. 
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Mr.  Pastor.  Let  me  compliment  you,  I  know  I  have  not  been 
here  long,  but  I  want  to  commend  you  for  choosing  a  woman.  I 
know  you  are  not  agriculture,  but  thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

MARKET  PROMOTION  PROGRAM 

Mr.  DuRBiN.  Thank  you,  Mr.  Pastor. 

Mr.  Mendelowitz,  I  want  to  put  on  the  record  here  so  there  is  no 
misunderstanding  what  this  Subcommittee  has  done  with  the 
Market  Promotion  Program.  In  the  fiscal  year  1992,  we  appropri- 
ated some  $200  million  for  this  program.  Because  of  concerns 
shared  by  you,  the  appropriation  coming  out  of  the  House  in  last 
year's  cycle  was  $75  million — less  than  half. 

We  were  importuned  at  the  conference  committee  to  restore 
funds  and  did  to  a  level  of  almost  $150  million,  but  only  with  the 
understanding  that  there  would  be  substantial  changes  in  the  pro- 
gram, and  they  include  many  of  the  things  which  have  been  called 
for  today  as  a  result  of  your  extensive  study. 

The  promotion  funds— I  quote  from  the  general  provisions  of  our 
conference  report — "Promotion  funds  should  be  allotted  to  U.S.- 
based  participants  which  export  agricultural  products  and  should 
encourage  smaller,  medium-sized  and  new  to  export  participants." 

So  we  are  trying  and  have  tried,  I  hope  successfully  in  the  past, 
to  share  the  same  message  which  you  have  delivered  as  part  of 
your  report  today. 

I  probably  have  a  concern  over  one  of  the  conclusions  which  you 
reached  about  the  level  of  spending  for  export  assistance  in  agricul- 
ture. I  believe  you  have  used  a  figure  of  $2.7  billion,  and  I  imagine 
that  combines  virtually  all  the  programs. 

Mr.  Mendelowitz.  That  is  government-wide  spending  on  all  ex- 
porting, and  it  includes  direct  program  support. 

Mr.  DuRBiN.   Beyond  agriculture. 

Mr.  Mendelowitz.  Oh,  absolutely.  And  agriculture's  share,  that 
was  about  $2  billion. 

EXPORT  PROMOTION 

Mr.  DuRBiN.  Well,  using  the  figure  $2  billion  as  an  example, 
trying  to  put  that  in  some  context,  our  total  agricultural  exports 
for  the  last  fiscal  year  were  estimated  at  $41  billion.  So  we  are 
talking  about  a  little  less  than  5  percent  on  promotion  for  agricul- 
tural exports. 

To  put  it  in  the  historical  context,  we  had  larger  agricultural  ex- 
ports in  1980  than  we  had  last  year.  So  we  cannot  sit  back  compla- 
cently and  believe  that  our  share  in  world  agricultural  exports  will 
increase  because  of  some  market  force. 

In  fact,  I  think  quite  the  opposite  is  true.  What  we  are  finding  is 
that  the  European  Economic  Community  and  other  countries  like 
Japan,  are  aggressively  promoting  their  exports,  including  agricul- 
tural exports.  We  talked  about  wine  for  a  minute,  and  I  have  had 
conversations  with  the  smaller  and  the  larger  wine  producers  in 
this  country.  It  is  a  gargantuous  task  for  them  to  break  into  some 
of  these  markets,  and  it  is  not  the  fact  that  the  California  wines,  or 
Indiana  wines,  whatever  they  happen  to  be,  are  not  quality  prod- 
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ucts.  They  are  excluded,  and  we  have  to  push  our  way  in;  first,  to 
get  the  consumers  to  accept  them,  and  to  break  down  the  govern- 
ment barriers. 

I  would  conclude  by  saying  I  do  not  know  where  agricultural  pro- 
grams are  headed  in  America.  I  suspect  that  there  will  be  a  lot  less 
spent  on  them  in  the  future.  But  my  people  in  middle  America, 
when  asked  what  is  your  highest  priority  for  government,  suggest 
"promote  exports".  "Break  down  the  barriers".  Let  us  take  what 
we  can  produce  and  get  them  into  other  countries. 

I  think  it  would  be  naive  for  us  to  step  aside  and  say  we  should 
not  do  that  anymore,  we  cannot  afford  to  do  that.  I,  frankly,  do  not 
think  we  can  afford  to  do  otherwise. 

You  perhaps  have  made  a  better  argument  for  exports  in  the 
non-agricultural  area  to  be  assisted  more  than  they  are  today.  But 
I  certainly  believe  that  we  cannot  walk  away  from  our  commit- 
ment in  the  agricultural  sector. 

Mr.  Mendelowitz.  I  think,  Mr.  Chairman,  that  we  would  be 
overstepping  our  place  as  an  arm  of  the  Congress  if  we  were  to  be 
propounding  judgments  on  who  should  or  who  should  not  be  benefi- 
ciaries in  terms  of  sectors,  and  I  do  not  think  that  anything  that 
we  said  today  should  be  construed  as  saying  we  should  not  provide 
any  support  to  U.S.  agricultural  exports. 

I  think  the  thrust  of  our  message  is  that  this  is  an  area  where 
the  taxpayers  have  placed  a  lot  of  money.  In  Mr.  Espy's  recent 
statement  that  I  read  last  night  he  referred  to  the  fact  that  20  per- 
cent of  U.S.  agricultural  exports  receive  some  kind  of  assistance 
from  the  U.S.  Government,  either  under  the  credit  programs,  or 
the  market  development  programs,  or  the  subsidy  programs.  And 
this  rather  substantial  expenditure  of  funds  has  not  been  used  as 
effectively  and  as  carefully  as  it  should  be.  It  is  public  monies.  It  is 
a  public  trust.  The  taxpayers  should  get  something  and  should  get 
the  most  they  can  out  of  this  money.  And  our  role  here  today  is  to 
emphasize  what  can  be  done  in  the  way  of  better  management  and 
better  evaluation  to  achieve  the  types  of  objectives  and  goals  that 
you  and  the  Congress  have  laid  out  for  the  programs. 

Mr.  DuRBiN.   Thank  you  very  much,  and  I  thank  this  panel. 

Mr.  Peterson.   Mr.  Chairman,  would  you  yield  for  a  second? 

Mr.  DuRBiN.  Mr.  Peterson? 

Mr.  Peterson.  I  am  afraid  that  the  test  for  candidacy  in  these 
programs  is  all  wrong.  You  have  brought  up  the  point  of  market 
barriers,  or  it  maybe  should  be  where  we  have  massive  surplus  pro- 
duction. I  do  not  think  that  those  are  being  measured.  And  until 
that  is  being  done,  then  this  program  cannot  work. 

Our  candidacies  for  the  products  that  we  are  working  with  to 
export  are  not  necessarily  the  products  that  need  the  help.  And 
until  we  put  those  values  on  to  that  process,  we  could  sit  here  and 
allocate  all  kinds  of  dollars  to  do  what  we  are  doing,  they  will 
never  be  able  to  do  the  marketing  that  I  think  we  need  to  do. 

Mr.  DuRBiN.  If  you  would  hold  that  thought,  as  they  say,  the 
next  panel  will  address  it. 

Thank  you  very  much. 

Mr.  Mendelowitz.   Thank  you  very  much. 

[The  prepared  statement  follows:] 
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U.S.  DEPARTMENT  OF  AGRICULTURE: 
Better  Management  Could  Increase  Effectiveness  of 
FAS  Export  Operations 

Summary  of  Statement  by  Allan  I.  Mendelowitz,  Director 

Financial  Institutions  and  International  Trade 

General  Government  Division 

U.S.  General  Accounting  Office 

Agricultural  trade  issues  have  been  a  major  concern  for  the  past 
decade.   Subsidized  agricultural  export  competition  has  intensified 
and  agriculture  trade  has  become  a  point  of  friction  between  the 
United  States  and  its  major  trading  partners.   At  the  same  time, 
the  number  and  costs  of  U.S.  agricultural  export  programs  have 
risen.   The  current  tight  budget  environment  and  the  substantial 
resources  devoted  to  agriculture  export  programs  make  good 
management  of  the  programs  critical.   GAO  has  concerns  about  a 
number  of  cross -cutting  program  and  management  weaknesses  that 
diminish  the  efficiency  and  effectiveness  of  the  U.S.  Department  of 
Agriculture's  (USDA)  Foreign  Agricultural  Service's  (FAS)  export 
operations . 

FAS  manages  about  $10  billion  a  year  in  agricultural  export 
assistance  programs.   These  programs  are  designed  to  increase  U.S. 
agricultural  exports,  and  develop  and  maintain  foreign  agricultural 
markets  for  U.S.  products.   GAO's  1988  and  1992  transition  reports 
on  agriculture  and  international  trade  issues  urged  greater 
management  control  over  USDA's  export  programs — including  preparing 
better  funding  criteria,  providing  written  guidelines  and 
recommendations,  and  developing  an  evaluation  methodology.   GAO 
also  said  that  improvements  in  other  internal  controls  were  needed. 
While  some  improvements  have  been  made  in  the  management  of  FAS' 
export  programs,  GAO  believes  other  changes  continue  to  be 
necessary. 

GAO  has  also  expressed  concerns  about  the  extent  to  which 
considerations  beyond  expanding  exports  have  affected  the  FAS's 
operations.   For  example,  GAO  reviews  of  the  extension  of 
agricultural  export  credit  guarantees  to  Iraq  and  the  former  Soviet 
Union  highlighted  how  foreign  policy  and  national  security 
considerations  can  substantially  influence  the  operations  of  the 
programs.   In  such  circumstances,  creditworthiness  considerations 
can  be  given  too  little  weight,   when  this  happens,  the  U.S. 
government  and  taxpayers  can  be  exposed  to  large  financial  losses. 

GAO  also  continues  to  believe  that  a  long-term  agricultural  trade 
strategy  (LATS)  is  essential  in  order  to  efficiently  allocate  funds 
for  agricultural  export  programs.   Congress  mandated  the 
development  of  such  a  LATS  in  1990.   While  the  law  called  for  the 
completion  of  the  LATS  by  October  1991,  FAS  only  completed  its 
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strategy  several  weeks  ago.   GAO's  initial  impression  of  LATS  is 
that  substantial  additional  work  will  be  needed  to  make  it  a  useful 
management  tool . 

Furthermore,  problems  with  the  U.S.  government's  export  promotion 
programs  cannot  be  fully  corrected  one  agency  at  a  time.   A 
governmentwide  export  promotion  plan  with  governmentwide  budget 
priorities  is  also  required.   Such  a  plan  is  mandated  by  the  Export 
Enhancement  Act  of  1992.   In  order  to  provide  coherence  to  U.S. 
government  export  promotion  efforts  and  help  ensure  that  export 
promotion  funding  is  channeled  into  areas  with  the  greatest 
potential  returns,  an  improved  LATS  must  be  integrated  into  the 
governmentwide  plan. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  provide  observations  on  a  number 
of  cross-cutting  program  and  management  weaknesses  that  diminish 
the  effectiveness  of  U.S.  Department  of  Agriculture  (USDA)  Foreign 
Agricultural  Service  (FAS)  export  operations  and  programs.  These 
include  the  Market  Promotion  and  Cooperator  Foreign  Market 
Development  Programs;  the  operation  of  agricultural  trade  offices 
and  trade  shows  abroad;  the  increasing  importance  of  high-value 
agricultural  exports;  the  implementation  of  the  Title  I  Public  Law- 
480  provisions  in  the  Food,  Agriculture,  Conservation,  and  Trade 
Act  of  1990;  the  operations  and  effectiveness  of  the  Export  Credit 
Guarantee  Programs  (GSM-102/103) ;  and  the  continuing  need  for  a 
long-term  agricultural  trade  strategy,  as  well  as  a  governmentwide 
trade  strategy  and  budget  priorities.   My  observations  are  based 
primarily  on  GAO  reports  and  testimony  issued  over  the  past  3 
years.   App.  I  contains  a  list  of  relevant  GAO  reports,  and  app.  II 
contains  a  list  of  relevant  GAO  testimony. 

MARKET  PROMOTION  PROGRAM 

Last  spring  we  testified  before  the  Subcommittee  on  Government 
Information,  Justice,  and  Agriculture  of  the  House  Committee  on 
Government  Operations,  regarding  the  operations  of  the  Market 
Promotion  Program  (MPP) .   Our  work  involved  program-supported 
activities  in  Japan,  where  we  examined  activities  of  five  MPP 
participants.   We  plan  to  publish  a  new  report  on  this  program 
shortly. 

MPP  was  created  to  encourage  the  development,  maintenance,  and 
expansion  of  exports  of  U.S.  agricultural  products.   Established 


Vhe  Cooperator  program — another  FAS  program  in  operation  since 
the  mid-1950s--has  broad  goals  that  are  similar  to  those  of  MPP. 
Some  Cooperator  program  participants  have  transferred  their 
activities  to,  and  now  only  participate  in,  MPP;  others  continue 
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by  the  Food,  Agriculture,  Conservation,  and  Trade  Act  of  1990,  the 
program  is  open  to  a  wide  variety  of  exporters  but  gives  priority 
to  participants  adversely  affected  by  unfair  foreign  trade 
practices.'  MPP  became  the  successor  to  the  Targeted  Export 
Assistance  Program  (TEA),  which  was  established  in  1986.   From 
fiscal  year  1986  to  1993,  over  $1.25  billion  has  been  authorized 
for  TEA  and  MPP.   For  fiscal  year  1993,  Congress  reduced  MPP 
funding  from  the  prior  year's  $200  million  to  $147.7  million.   For 
fiscal  year  1993,  MPP  will  operate  through  about  66  organizations 
that  either  run  market  promotion  programs  themselves  or  pass  the 
funds  along  to  companies  to  spend  on  their  own  market  promotion 
efforts.   About  two-thirds  of  all  program  activities  involve 
generic  promotions;  the  remaining  one-third  involves  "branded" 
(brand-name)  promotions.   MPP  focuses  primarily  on  high-value 
products  such  as  fruits,  nuts,  and  processed  goods. 

Market  Development  Activities  Yield  Mixed  Results 

Market  development  strategies  and  their  activities  are  directed 
toward  a  variety  of  goals  such  as  overcoming  trade  barriers, 
entering  a  new  market,  or  expanding  exports  to  existing  markets. 
Some  program  activities  did  not  achieve  their  objectives.   For 
example,  efforts  by  the  California  Raisin  Advisory  Board  to 
introduce  raisins  as  a  snack  food  were  not  successful  in  Japan, 
partially  due  to  inadequate  market  research  and  management 
problems.   The  "dancing"  raisins  used  by  the  advertisers  were 


to  participate  in  both  programs. 

^The  Act  defines  an  unfair  foreign  trade  practice  as  any  act, 
policy,  or  practice  of  a  government  that  (1)  violates,  is 
inconsistent  with,  or  otherwise  denies  benefits  to  the  United 
States  under  any  trade  agreement  to  which  the  United  States  is  a 
party;  (2)  is  unjustifiable,  unreasonable,  or  discriminatory  and 
burdens  or  restricts  U.S.  commerce;  or  (3)  is  otherwise 
inconsistent  with  a  favorable  Section  301  determination  by  the 
U.S.  Trade  Representative. 
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reported  to  be  too  frightening  for  Japanese  children--a  targeted 
audience--thereby  defeating  the  purpose  of  the  advertising 
campaign.   Furthermore,  the  U.S.  Confectionery  Industry's  generic 
advertising  efforts  in  Japan  for  Valentine's  Day  did  not  succeed  as 
a  result  of  inadequate  market  research.   The  industry  was  marketing 
inexpensive  items  in  a  market  that  preferred  premium  items. 

Other  program  activities  have  achieved  their  objectives.   For 
example,  efforts  by  the  U.S.  Meat  Export  Federation  to  increase 
consumer  awareness  of  U.S.  beef  in  Japan  supported  U.S.  trade 
negotiations  to  remove  restrictions  on  beef  Imports.   After  import 
restrictions  were  modified,  the  Federation  carried  out  activities 
that  helped  U.S.  beef  exporters  enter  the  Japanese  market  or  expand 
exports . 

Long-Term  MPP  Plans  Have  Not  Been  Developed 

Among  other  problems,  the  USDA's  planning  process  emphasizes  what 
can  be  achieved  for  each  activity  in  a  year,  while  program 
participants  see  their  efforts  as  part  of  a  long-term  market 
development  strategy.   For  example,  the  Cotton  Council 
International  is  conducting  a  multimedia  advertising  campaign  to 
make  U.S.  cotton  synonymous  with  quality.   This  project  has  been 
under  way  since  1989  and  is  expected  to  continue  for  many  more 
years.   However,  USDA's  1-year  approval  period  disrupts  these  long- 
term  efforts  to  develop  markets.   In  the  past,  approvals  were 
sometimes  given  late  or  well  into  the  activity  year,  thereby 
breaking  the  continuity  and  momentum  of  promotional  programs. 

Under  the  1992  MPP  regulations,  however,  participants  will  be 
required  to  submit  a  strategic  plan  covering  3  or  more  years. 
Nevertheless,  since  activity  plans  must  still  be  approved  annually, 
difficulties  could  still  result  if  delays  occur  in  the  USDA's 
approval  of  activity  plans. 
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FAS  Program  Evaluations  Are  Inadequate 

Although  required  to  do  so,  FAS  has  conducted  few  formal 
evaluations  of  MPP  participants'  programs.   During  fiscal  years 
1986-91,  87  organizations  participated  in  the  program.   However, 
during  this  period,  FAS  conducted  overall  evaluations  of  only  10 
participants,  including  just  7  of  the  23  who  have  received 
cumulative  funding  of  $10  million  or  more  from  1986  to  1991. 

Furthermore,  program  regulations  state  that  program  participants 
must  prepare  activity  evaluations  for  FAS.   Based  on  our  current 
work,  we  found  that  participants  are  submitting  activity 
evaluations,  but  we  noted  several  weaknesses.   In  some  cases,  the 
activity  descriptions  lack  measurable  goals  and  objectives,  thus 
making  evaluation  difficult,  if  not  impossible.   Also,  evaluations 
provide  descriptive  rather  than  analytical  information.   In 
addition,  three  participants  we  interviewed  told  us  that  FAS  does 
not  provide  them  with  feedback  on  the  evaluations. 

Market  Promotion  Program  Lacks  Funding  Criteria 

MPP  regulations  do  not  include  criteria  as  to  when  funding  for 
specific  program  activities  should  be  phased  out,  as  we  suggested 
in  our  1990  report  on  the  predecessor  TEA  program.^  Without  these 
criteria,  funding  for  specific  activities  could  continue 
indefinitely.   Government  funding  may  be  of  particular  importance 
in  some  situations,  but  not  in  others.   For  example,  assistance  may 
be  needed  to  overcome  particularly  burdensome  barriers.   However, 
once  these  barriers  are  overcome  and  the  market  is  developed, 
federal  funding  may  no  longer  be  justified.   In  such  circumstances. 


^AGRICULTURAL  TRADE;  Improvements  Needed  in  Management  of 
Targeted  Export  Assistance  Program  (GAO/NSIAD-90-225,  June  27, 
1990)  . 
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we  believe  that  government  funding  should  be  phased  out,  and 
exporters  should  assume  the  full  cost  of  promoting  their  products. 

Moreover,  recently  there  has  been  considerable  debate  in  Congress 
and  the  press  about  whether  program  funds  should  be  provided  to 
private  for-profit  companies  to  promote  their  products  overseas. 
We  have  suggested  that  FAS  better  define  which  companies  should  be 
assisted  based  on  their  size  or  other  criteria  and  that  standards 
be  devised  to  ensure  that  companies  eventually  take  over  the  cost 
of  their  market  development  activities  themselves. 

We  believe  that  providing  for  the  phase-out  of  government  funding 
for  specific  activities  would  make  clear  that  these  funds  are  not 
an  entitlement.  Furthermore,  such  action  would  give  the  taxpayer 
greater  assurance  that  public  funds  supporting  MPP  are  being  used 
to  help  firms  enter  new  markets.  In  addition,  MPP  funds  could  be 
available  to  a  larger  number  of  program  participants,  particularly 
export-ready  smaller  firms  that  arguably  have  a  greater  need  than 
many  of  the  larger  for-profit  private  participants  currently 
receiving  public  funding  under  the  program. 

FAS  Has  Not  Clarified  Other  Issues 

-As  we  stated  in  our  1990  report,  we  believe  FAS  should  clarify  the 
following  issues  in  order  to  use  its  MPP  funds  more  effectively: 

the  percent  of  total  funding  that  should  be  allocated  to 
generic  and  or  brand-name  promotions; 

the  emphasis  to  be  placed  on  exports  representing  high-value 
products  versus  bulk  commodities  (i.e.,  cotton,  corn, 
soybeans,  and  wheat); 

the  division  of  funding  between  new  market  development 
and/or  established  markets;  and 
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the  participation  levels  of  large,  well-established  private 
firms  compared  to  small  and  new-to-market  firms. 

AGRICULTURAL  TRADE  OFFICES 

In  January  1992,  we  completed  our  review  of  the  USDA's  worldwide 
network  of  agricultural  trade  offices  (ATO).*  Our  review  focused 
on  (1)  activities  performed  by  these  offices  in  carrying  out  their 
market  development  mission,  (2)  criteria  used  to  select  trade 
office  sites,  (3)  USDA  efforts  to  evaluate  the  effectiveness  of 
trade  office  activities,  and  (4)  the  adequacy  of  program  management 
and  operations.   Our  report  recommended  that  the  Secretary  of 
Agriculture  undertake  several  actions  to  improve  the  effectiveness 
of  ATO  operations.   I  would  like  to  summarize  the  results  of  this 
review  and  report  on  the  USDA's  progress  in  responding  to  our 
recommendations . 

FAS  operates  a  network  of  15  ATOs  worldwide  at  an  annual  operating 
cost  of  about  $9.1  million.   These  offices  are  located  in  Europe, 
Latin  America,  the  Middle  East,  and  Northern  Africa.   Since  the 
time  of  our  review,  FAS  has  opened  two  additional  ATOs. 

Since  the  FAS'  inception  in  1953,  its  mission  has  been  to  expand 
foreign  markets  for  U.S.  agricultural  commodities  through  commodity 
reporting,  trade  policy  work  and  representation,  and  market 
development.   Until  the  establishment  of  ATDs  in  1978,  agricultural 
attaches  were  responsible  for  carrying  out  this  mission. 
Legislative  history  indicates  that  ATOs  were  to  act  as  catalysts 
for  an  aggressive  export  promotion  effort  to  develop  markets, 
provide  services  and  facilities  for  foreign  buyers  and  U.S.  trade 
representatives,  and  consolidate  export  development  activities 


'See  U.S.  Department  of  Agriculture:  Agricultural  Trade  Offices' 
Role  in  Promoting  U.S.  Exports  Is  Unclear  (GAO/NSIAD-92-65, 
Jan.  16,  1992). 
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carried  out  by  private,  nonprofit  agricultural  trade  organizations 
participating  in  the  Cooperator  program  and,  later,  MPP. 

Agricultural  Trade  Offices  Focus  on  Market  Development 

ATOs  generally  oversee  Cooperator  activities,  facilitate  U.S. 
participation  in  trade  exhibits  and  other  promotional  functions, 
and  provide  trade  services  to  foreign  buyers  and  U.S.  sellers. 
Many  of  these  activities  are  also  carried  out  by  attache  posts,  but 
trade  offices  generally  devote  more  of  their  total  time  to  market 
development  activities.   At  the  time  of  our  review,  6  of  the  13 
trade  offices  were  the  USDA's  sole  representatives  in  a  foreign 
country  and  were  identified  by  USDA  as  "de  facto"  attache  posts. 
Three  of  these  six  trade  offices  spent  less  than  half  of  their  time 
on  market  development  because  there  were  few  market  development 
opportunities  in  their  countries.   FAS  now  plans  to  redesignate  two 
of  these  ATOs  as  attache  posts. 

Our  review  recommended  that  the  Secretary  of  Agriculture  establish 
specialized  market  development  courses;  hold  annual  marketing 
conferences;  and  reassess  the  length  of  overseas  assignments.   We 
found  that  although  the  greatest  strength  of  ATOs  was  considered  to 
be  their  trade  officers,  USDA  did  not  have  a  core  curriculum 
devoted  to  market  development  or  a  forum  in  which  ATO  directors 
could  exchange  market-development  related  experiences.   Some  FAS 
staff  and  Cooperators  noted  that  the  current  rotational  cycle  was 
too  short  and  impairs  program  continuity.   In  response  to  our 
recommendations,  FAS  has  sponsored  several  market  development 
workshops  and  marketing  conferences,  and  Is  reassessing  the  length 
of  overseas  assignments.   Although  FAS  has  not  committed  itself  to 
sponsoring  annual  marketing  conferences,  we  believe  that  its 
initial  efforts  to  increase  contact  among  trade  officers  is  a  step 
in  the  right  direction. 
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Formal  Site  Selection  Criteria  Need  to  be  Developed 

USDA  established  specific  criteria  and  a  methodology  for  selecting 
the  first  six  trade  office  sites  in  1979  and  1980.   However,  since 
1980,  there  has  been  no  indication  that  FAS  has  used  these  criteria 
and  the  methodology  in  selecting  other  sites.   In  many  cases, 
documentation  of  decisions  on  where  to  locate  these  offices  is  no 
longer  available.   As  a  result,  USDA  could  not  readily  demonstrate 
that  existing  or  proposed  ATOs  were  In  the  best  locations  for 
maximizing  market  development  opportunities  for  U.S.  products. 
USDA  officials  said  that  factors  such  as  a  critical  mass  of  market 
activity,  the  potential  for  market  development,  and  the  need  to 
facilitate  a  U.S.  trade  presence  were  considered  when  selecting  a 
site.   In  our  view,  these  factors  are  so  broad  that  USDA  can 
justify  placing  an  ATO  almost  anywhere  in  the  world. 

We  found  that  two  other  factors  have  influenced  ATO  site  selections 
since  the  program's  inception  --the  ability  to  locate  off  embassy 
grounds  and  the  ability  to  co-locate  with  Cooperators.   Most  trade 
offices  are  located  off  embassy  grounds,  and  about  half  have 
Cooperators  that  are  co-located  with  them.   The  agricultural  trade 
officers  and  Cooperators  we  interviewed  favored  the  physical 
separation  of  ATOs  from  embassies  and  generally  supported  co- 
location.   However,  neither  U.S.  trade  officials  nor  Cooperators 
considered. co-location  an  essential  element  for  market  development. 

In  response  to  our  recommendation  to  review  the  criteria  and 
methodology  used  in  selecting  the  first  six  trade  office  sites  and 
develop  written  criteria  and  a  methodology  for  evaluating  current 
and  proposed  sites,  FAS  formed  an  ATO  task  force  to  review  the 
original  criteria  and  develop  specific  written  criteria  to  evaluate 
ATOs.   Subsequently,  FAS  assigned  the  task  of  developing  written 
criteria  and  a  methodology  for  evaluating  current  and  proposed 
sites  to  the  current  ATO  Coordinator. 
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Overall  ATO  Effectiveness  Has  Not  Been  Assessed 

We  found  that  the  ATOs  we  visited  were  focusing  on  market 
development  as  required  by  the  Agricultural  Trade  Act  of  1978. 
However,  USDA  has  not  attempted  to  evaluate  its  ATOs'  overall 
effectiveness  since  1981.   USDA  has  only  evaluated  individual  staff 
performance  and  projects  carried  out  by  ATOs  (e.g.,  trade  shows, 
trade  leads,  and  consumer  promotions).   While  this  information 
enables  USDA  to  comment  on  the  success  of  individual  events  or 
services,  it  does  not  address  the  relative  value  of  the  various 
activities  or  the  effectiveness  of  overall  ATO  operations.   As  a 
result,  little  feedback  can  be  given  to  ATOs  on  which  activities 
are  most  effective  in  meeting  long-range  goals  and  objectives. 

In  our  report,  we  recommended  that  the  Agriculture  Secretary 
establish  benchmarks  to  evaluate  the  effectiveness  of  ATOs  in 
implementing  the  USDA's  market  development  programs.   In  response 
to  our  recommendation,  FAS  revised  the  elements  and  standards  used 
to  rate  the  performance  of  trade  officers  to  more  accurately  assess 
each  officer's  accomplishments  in  market  development.   However,  FAS 
still  does  not  evaluate  the  effectiveness  of  ATO  operations 
individually  or  collectively. 

In  our  report,  we  also  recommended  that  the  Secretary  of 
Agriculture  define  the  role  and  activities  of  ATOs  in  USDA's 
required  long-term  agricultural  trade  strategy.   We  did  not  believe 
that  FAS  could  adequately  assess  the  overall  effectiveness  of  its 
ATOs  until  this  action  took  place.   Although  the  trade  strategy  was 
completed  in  January  1993,  it  did  not  contain  any  specific 
references  to  ATOs.   An  FAS  official  advised  us  that  ATOs  are 
considered  to  be  part  of  the  FAS'  general  organizational  resources 
and  that  it  was  unnecessary  to  make  distinctive  references  to  ATOs 
within  the  trade  strategy.   FAS  believes  that  there  is  no  need  to 
further  define  the  role  of  ATOs  in  promoting  U.S.  exports  because 
their  role  is  clearly  set  out  in  the  1978  legislation.   We  do  not 

9 


436 


agree  with  this  position  and  continue  to  believe  that  the  role  of 
ATOs  needs  to  be  further  defined. 

THE  TRADE  SHOW  PROGRAM 

Our  March  1992  report  on  USDA's  Trade  Show  Program  assessed  FAS' 
administration  of  the  program.'  We  examined  (1)  the  Trade  Show 
Program's  role  in  promoting  U.S.  agricultural  exports,  (2)  the 
USDA's  program  management,  (3)  the  subsidies  provided  to  trade  show 
exhibitors,  and  (4)  the  USDA's  effort  to  evaluate  the  program.   I 
would  like  to  briefly  discuss  our  findings  in  the  report. 

Recognizing  that  trade  shows  can  help  increase  exports,  many 
countries,  including  the  United  States,  use  these  shows  to  promote 
exports  of  their  consumer-oriented  agricultural  products.   These 
are  basically  retail-ready  products  that  require  little  or  no 
additional  processing  for  consumption  such  as  fruits,  nuts,  milk, 
and  chocolate.   During  the  1980s,  world  exports  of  these  products 
increased  from  $92  billion  to  $149  billion,  or  by  about 
62  percent.   By  1989,  world  exports  of  consumer-oriented  products 
represented  about  53  percent  of  world  agricultural  trade. 

In  fiscal  year  1991,  USDA  spent  about  $1.9  million  to  participate 
in  four  international  shows,  to  sponsor  a  show  for  U.S.  products 
only,  and  to  support  four  agent  shows  for  overseas  agents  for  U.S. 
companies.   However,  this  funding  represents  only  a  small  part  of 
USDA's  overall  trade  show  effort,  which  involves  outlays  of  about 
$19  million  for  trade  show  participation.   Most  of  these  funds 
($14.25  million)  come  from  the  MPP  budget.   In  comparison  to  the 
United  States,  trade  shows  play  a  much  more  significant  role  in  the 


'see  U.S.  Department  of  Agriculture;   Better  Trade  Show 
Management  Can  Increase  Benefits  to  Exporters  (GAO/NSIAD-92-122 
Mar.  10,  1992). 
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export  promotion  efforts  of  our  major  competitors--countries  of  the 
European  Community  (EC). 

Program  Management  Is  Diffused 

FAS  headquarters  has  responsibilities  for  administering  certain 
tasks  for  the  Trade  Show  Program.   However,  USDA  does  not  manage 
the  Trade  Show  Program  from  its  headquarters  office.   FAS'  overseas 
staff  manage  most  actual  trade  show  tasks.   These  responsibilities 
include  managing  pavilion  design,  overseeing  booth  and  pavilion 
construction,  and  suggesting  the  level  and  nature  of  USDA 
participation. 

By  way  of  comparison,  major  European  competitors  manage  their 
participation  in  trade  shows  in  a  more  centralized  manner.   For 
example,  the  headquarters  management  of  some  competitor  countries 
have  standardized  pavilions  and  booths  that  reduce  the  cost  of 
designing  trade  show  facilities  and  assure  greater  quality  control. 

FAS'  Washington,  D.C.,  staff  assigned  to  the  Trade  Show  Program 
consist  of  only  three  full-time  trade  show  coordinators.   They 
consolidate  exhibitor  sample  shipments,  design  recruitment 
brochures,  recruit  and  assist  U.S.  exhibitors,  and  provide  some 
preshow  preparation  assistance.   We  believe  that  with  its  current 
Washington  staff,  the  Trade  Show  Program  does  not  have  sufficient 
people  to  comprehensively  recruit  and  prepare  U.S.  exhibitors  for 
trade  show  participation.   These  functions  are  essential  to  having 
a  successful  trade  show. 

Trade  Show 

Subsidies  Have  Been  High 

USDA  subsidizes  trade  shows  by  providing  55-60  percent  of  the  cost 
of  a  U.S.  trade  show  pavilion.   In  contrast,  the  Department  of 
Commerce  does  not  provide  any  subsidies  for  participants  in  its 
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trade  show  program.   USDA  charges  exhibitors  for  the  remaining 
costs;  however,  the  charges  generally  do  not  take  into 
consideration  a  company's  size,  export  expertise,  or  frequency  of 
participation  in  trade  shows.   Past  experience  suggests  that 
lowering  the  subsidy  did  not  deter  experienced  exhibitors  but  did 
discourage  exhibitors  that  were  new  to  exporting. 

Program  Evaluation 
Is  Limited 

FAS  has  expanded  its  evaluation  process  to  assess  program 
effectiveness  and  trends  over  time  rather  than  only  examining 
individual  show  effectiveness.   FAS  focuses  its  evaluation  efforts 
substantially  on  whether  or  not  exhibitors  achieve  their 
participation  objectives.   However,  we  believe  that  weaknesses  in 
the  questionnaire  design  and  questionnaire  collection  procedures 
affect  data  quality  and  reliability.   These  weaknesses  limit  how 
data  can  and  should  be  interpreted  and  also  skew  evaluation 
results. 

FAS  does  not  explore  the  reasons  why  companies  say  they  will 
participate  in  future  trade  shows  but  frequently  do  not  do  so. 
USDA  does  not  know  why  87  percent  of  exhibitors  said  they  would 
participate  again  in  a  particular  trade  show  but  only  38  percent 
actually  did  return. 

Because  trade  shows  are  significant  to  U.S.  exporters  in  showcasing 
consumer-oriented  agricultural  products,  we  made  a  number  of 
recommendations  to  the  Secretary  of  Agriculture  to  strengthen  the 
program,  including  the  following: 

Reprogram  funds  to  enhance  headquarters  management  of  trade 
shows; 
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Provide  a  reduced  fee  for  a  particif'^nt's  first  few  shows; 
otherwise  recoup  all  direct  costs; 

Improve  the  evaluation  of  U.S.  participation  in  trade  shows  in 
order  to  enhance  future  trade  show  efforts. 

In  response  to  the  above  recommendations,  FAS  said  it  does  not 
believe  that  it  should  reallocate  resources  for  trade  shows.   It 
states  that  it  plans  to  do  more  with  less  by  cutting  costs  and 
raising  exhibitor  participation  fees.   According  to  FAS,  the 
Washington  staff  is  currently  exerting  a  stronger  management 
influence  over  site  selection,  pavilion  design  and  decor,  and  other 
matters  related  to  the  trade  show  program.   With  respect  to 
preparing  exhibitors  for  trade  show  participation,  FAS  reports  that 
it  is  already  taking  concrete  steps  to  prepare  exhibitors  for 
success  at  its  shows.   It  notes  that  exhibitors  now  receive 
valuable  information  about  the  market  for  their  products,  including 
market  studies  and  importer  listings. 

FAS  reports  that  at  recent  trade  shows  they  have  collected 
questionnaires  from  all  the  exhibitors'  booths.   FAS  also  notes  the 
questionnaire  has  been  revised  to  more  sharply  define  the  quality 
aspects  of  a  show  and  the  utility  of  preshow  briefing  materials. 
With  respect  to  follow-up  of  exhibitors  after  a  period  of  time,  FAS 
plans  to  contract  out  for  an  evaluation  of  its  program. 

EMERGING  IMPORTANCE  OF  HIGH-VALUE  AGRICULTURAL  EXPORTS 

High-value  products  (HVP)*  constitute  a  growing  proportion  of  world 


*HVPs  include  a  wide  variety  of  items,  most  of  which  have  value 
added  to  their  original  state  through  specialized  handling, 
transportation,  marketing,  processing,  or  packaging.   High-value 
agricultural  products  are  generally  classified  into  three  groups: 
semiprocessed  products  (e.g.  flour,  oilseed  meal,  and  animal 
fats);  highly  processed  consumer-oriented  products  (e.g., 
processed  meats  and  dairy  products);  and  high-value  unprocessed 
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agricultural  exports,  having  increased  from  66  percent  in  1962  to 
75  percent  in  1990.   They  represent  the  leading  growth  sector  in 
world  and  U.S.  agricultural  trade,  according  to  USDA.   However, 
while  HVPs  play  a  dominant  role  in  world  markets,  as  late  as  1985 
they  constituted  less  than  50  percent  of  U.S.  agricultural  exports. 
In  1990,  the  United  States  exported  $25  billion  in  high-value 
products,  which  constituted  56.1  percent  of  the  total  agricultural 
exports  for  the  United  States.   In  contrast,  the  EC  exported  $37 
billion  in  HVPs  in  1990,  which  accounted  for  90.9  percent  of  its 
total  agricultural  exports  (these  figures  exclude  intra-EC  trade). 

USDA  provides  a  variety  of  credit  and  subsidy  programs,  as  well  as 
export  assistance  and  services,  for  buyers  and  sellers  of  U.S. 
agricultural  commodities.   While  these  programs  and  services  are 
available  to  exporters  of  HVPs,  USDA  has  traditionally  emphasized 
promoting  bulk  commodities.   Bulk  commodities  account  for  the  vast 
majority  of  export  sales  occurring  under  the  USDA's  Export 
Enhancement  Program  (EEP)  (93  percent)  and  its  export  credit 
guarantee  programs  --  GSM-102  (77  percent)  and  GSM-103  (82 
percent).   According  to  FAS  officials,  these  programs  tend  to  lend 
themselves  to  bulk  commodities  which  are  price  sensitive  and  sold 
in  large  volumes.   HVP  exports,  on  the  other  hand,  are  usually  sold 
in  smaller  volumes  and  rely  on  product  differentiation.   For  these 
and  other  reasons  (e.g.,  U.S.  content  requirements)  the  EEP  and  GSM 
programs  may  not  be  conducive  to  promoting  HVP  exports,  according 
to  FAS  officials.   Smaller  USDA  programs,  such  as  the  export 
Incentive  programs  for  cottonseed  oil,  sunf lowerseed  oil,  and  dairy 
products,  are  dedicated  exclusively  to  the  promotion  of  HVP 


consumer-oriented  products  (e.g,  fresh  fruit,  eggs,  and  nuts). 
Bulk  commodities,  which  are  raw  agricultural  products,  have 
little  value  added  after  the  farmgate  besides  relatively 
uncomplicated  transportation  and  handling  costs.   Some  typical 
bulk  commodities  are  wheat,  corn,  rice,  oilseeds,  raw  tobacco, 
and  raw  cotton. 


14 


441 


exports.   In  addition,  MPP  devotes  almost  80  percent  of  Its  funding 
to  support  efforts  to  develop  International  markets  for  high-value 
exports. 

There  are  a  number  of  good  reasons  why  HVP  exports  should  be 
considered  by  the  U.S.  government  for  export  promotion  assistance: 

World  HVP  trade  is  continuing  to  grow  more  rapidly  than  bulk 
trade,  although  HVP  exports  are  expanding  more  slowly  than 
world  trade  in  nonagricultural  products.   And,  HVP  export 
growth  is  expected  to  continue  as  world  income  rises.   It 
makes  sense  to  pursue  growing  markets . 

HVP  products  are  more  easily  differentiated  through 
advertising,  marketing,  and  product  development.   These  are 
activities  in  which  the  United  States  may  have  a  comparative 
advantage. 

Some  HVP  products  may  be  subject  to  fewer  swings  in  price  and 
demand  as  compared  to  bulk  products,  and  thus  may  offer  more 
stable  market  outlets. 

Promoting  HVP  exports  offers  the  United  States  an  opportunity 
to  redirect  Its  approach  to  agricultural  exports  from  a 
production  orientation,  which  moves  surplus  production  to 
oversea^  markets,  toward  one  that  is  market  based  and 
responsive  to  international  demand  and  U.S.  competitiveness. 

However,  several  other  considerations  may  influence  the 
government's  decision  to  reallocate  support  to  HVP  exports.   To  the 
extent  that  HVPs  rely  on  further  processing,  the  benefit  of 
increased  government  assistance  for  HVP  exports  may  primarily 
accrue  to  manufacturers  and  not  farmers.   In  addition,  increased 
HVP  employment  may  consist  of  unskilled  and  low-wage  labor, 
depending  on  the  specific  commodity  promoted.   The  government  may 
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prefer  to  invest  in  promoting  other  exports  that  employ  skilled  and 
higher-wage  labor. 

THE  IMPLEMENTATION  OF  PUBLIC  LAW  480  TITLE  I  PROVISIONS 

The  Food,  Agriculture,  Conservation,  and  Trade  Act  of  1990  required 
that  we  evaluate  Public  Law  480 's  three  commodity  assistance 
programs:   Trade  and  Development  Assistance  (Title  I),  Emergency 
and  Private  Assistance  Programs  (Title  II),  and  Food  for 
Development  (Title  III).   We  are  specifically  required  to  submit  a 
report  to  the  House  Committee  on  Agriculture,  the  House  Committee 
on  Foreign  Affairs,  and  the  Senate  Committee  on  Agriculture, 
Nutrition,  and  Forestry.   Today,  I  will  discuss  the  preliminary 
findings  resulting  from  our  current  review  of  USDA's  Title  I 
commodity  assistance  program  which  includes  an  export  market 
development  objective;  we  plan  to  address  the  Title  II  and  III 
programs  in  a  separate  report. 

The  1990  legislation  directed  us  to  evaluate  the  uses  of  Title  I 
funds  with  respect  to  agricultural  and  trade  development,  and 
program  administration  in  five  countries  in  three  geographical 
areas.   We  have  completed  our  work  in  Washington,  D.C.,  and  our 
field  work  in  seven  case  study  countries  --  Egypt,  El  Salvador, 
Guatemala,  Jamaica,  Morocco,  the  Philippines  and  Sri  Lanka.   We 
have  several  preliminary  observations,  including  those  related  to 
agricultural  and  economic  development,  market  development,  and  the 
Food  Assistance  Policy  Council.   Since  we  have  not  completed  our 
audit  work,  we  will  address  additional  topics  in  our  final  report. 
These  topics  include  an  examination  of  the  criteria  FAS  used  to 
select  eligible  Title  I  recipients  and  an  explanation  of  why  FAS 
did  not  implement  the  Section  104  local  currency  program.' 


Section  104  authorizes  but  does  not  require  the  Secretary  of 
Agriculture  to  implement  a  local  currency  program.   Such  a 
program  would  permit  foreign  currencies  received  as  payments  for 
Title  I  commodities  to  be  deposited  in  a  separate  account  and 
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Overview  of  Food  for  Peace  Programs 

The  Food,  Agriculture,  Conservation,  and  Trade  Act  of  1990 
reauthorized  and  added  activities  to  one  of  the  oldest  U.S.  export 
assistance  programs  —  Public  Law  480,  also  known  as  Food  for 
Peace.   Public  Law  480 's  objectives  are  to  promote  the  foreign 
policy  of  the  United  States  by  enhancing  the  food  security  of  the 
developing  world  through  the  use  of  agricultural  commodities  and 
local  currencies  to  (1)  combat  world  hunger  and  its  causes;  (2) 
promote  sustainable  development,  including  agricultural 
development;  (3)  expand  International  trade;  (4)  develop  and  expand 
export  markets  for  U.S.  agricultural  commodities;  and  (5)  encourage 
the  development  of  private  enterprise  and  democratic  participation 
in  developing  countries. 

The  1990  Act  reauthorized  Title  I  government-to-government 
concessional  sales  of  U.S.  agricultural  commodities,*  with  maximum 
repayment  terms  of  30  years  and  provision  for  discretionary 
repayment  in  local  currencies.   A  major  result  of  the  1990 
legislation  was  to  designate  USDA  as  the  lead  agency  for 
administering  the  Title  I  program  responsibility  in  place  of  the 
Agency  for  International  Development  (AID) . 

In  fiscal  year  1992,  Title  I  commodities  valued  at  about  $372 
million  were  programmed  with  22  countries.   The  primary  commodities 
shipped  under  the  fiscal  year  1992  Title  I  program  were  wheat, 
corn,  soybean  meal,  rice,  and  vegetable  oil;  wheat  accounted  for 
almost  half  of  the  value  of  total  shipments.   Six  of  the  newly 
independent  successor  states  to  the  former  Soviet  Union  became 


used  to  promote  a  variety  of  agricultural  and  trade  development 
activities . 

The  Title  I  program  is  considered  concessional  because  it 
combines  interest  rates  below  prevailing  market  rates  and  long- 
term  payment  provisions. 
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first  time  recipients  of  Title  I  assistance  late  in  fiscal  year 
1992,  a  milestone  made  possible  because  Egypt  turned  back  $110 
million  of  its  $150  million  Title  I  allocation.   To  date  in  fiscal 
year  1993,  agreements  valued  at  $145  million  have  been  signed  with 
six  countries,  including  a  $50-milllon  agreement  with  Egypt. 

Title  II  and  Title  III  programs  of  Public  Law  480  are  operated  by 
AID.  The  1990  legislation  reauthorized  the  Title  II  emergency  and 
private  assistance  donations  program  and  authorized  a  new  Title  III 
Food  for  Development  program.   The  new  Title  III  program  provides 
government-to-government  grant  food  assistance  to  least  developed 
countries  and  permits  local  sales  proceeds  to  be  used  to  support  a 
variety  of  economic  development  and  related  activities.   In  fiscal 
year  1992,  Title  II  commodities  valued  at  about  $482  million  were 
programmed  with  68  countries  and  Title  III  commodities  valued  at 
about  $240  million  were  programmed  with  fourteen  countries. 

USDA  also  administers  the  section  416  and  the  Food  for  Progress 
programs.   Section  416  of  the  Agricultural  Act  of  1949,  as  amended, 
provides  for  the  donation  of  food  and  feed  commodities  owned  by  the 
USDA's  Commodity  Credit  Corporation  (CCC)  and  is  focused  on  poor 
people  in  developing  countries.   In  fiscal  year  1992,  the  U.S. 
government  programmed  commodities  valued  at  about  $308  million  with 
21  countries  and  the  World  Food  Program.   The  Food  for  Progress 
Program  (FFP)  provides  commodities  to  needy  countries  to  encourage 
agricultural  reform  and  is  carried  out  using  the  authority  of 
Public  Law  480  or  section  416.   In  fiscal  year  1992,  FFP 
commodities  valued  at  about  $127  million  were  programmed  with  10 
countries;  about  60  percent  of  these  commodities  used  Title  I 
funding. 


18 


445 


Title  I  Benefits  May  Not  Be  Long  Term 

One  of  the  major  objectives  of  the  Public  Law  480  program  is  to 
enhance  a  country's  food  security  by  facilitating  the  host 
country's  sustainable  economic  development,  including  its 
agricultural  development.   Based  on  our  field  work  in  seven  case 
study  countries,  we  found  that  most  U.S.  and  host  country  officials 
considered  the  saving  of  foreign  exchange  provided  by  the  Title  I 
concessionary  loan  provision  to  be  its  most  important  benefit. 

Although  Public  Law  480  Title  I  concessional  loans  contribute  to  a 
country's  food  security  in  the  short  run  by  providing  food  imports 
without  the  expenditure  of  scarce  foreign  exchange,  we  believe  that 
its  contribution  to  sustainable  agricultural  or  economic 
development  in  the  long  run  is  uncertain.   In  our  view,  the  foreign 
exchange  relief  provided  by  the  Title  I  program  could  contribute  to 
sustainable  development.   This  could  happen  if  the  money  saved  by 
not  having  to  pay  immediately  for  food  imports  were  invested  in 
infrastructure,  trade  promotion,  or  agriculture  projects  that  have 
a  positive,  long-term  impact  on  development. 

According  to  U.S.  and  foreign  government  officials,  the  Title  I 
program  alone  generally  does  not  exert  sufficient  leverage  upon 
recipient  countries  to  ensure  that  they  will  undertake  specific 
development-oriented  reforms  or  projects.   In  most  countries 
receiving  Title  I  aid.  Title  I  provides  smaller  financial  benefits 
than  other  U.S.  or  international  assistance  programs  and  carries 
correspondingly  less  weight.   Consequently,  Title  I  does  not  always 
give  the  United  States  sufficient  leverage  to  induce  the 
beneficiary  countries  to  undertake  development  strategies  that  they 
would  not  otherwise  undertake. 
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Market  Development  Is  Not  A  Guaranteed  Outcome  Under  Title  I 

Market  development  has  always  been  one  of  the  stated  objectives  of 
the  Title  I  program.   According  to  USDA,  a  major  objective  of  the 
Public  Law  480  program  is  to  establish  a  U.S.  presence  in  the 
markets  of  developing  countries.   Once  Title  I  establishes  a  U.S. 
market  presence.  Title  I  can  serve  as  a  market  maintenance  tool  as 
long  as  its  commodity  prices  are  competitive  or  the  country  is  in 
need  of  concessional  credit. 

Most  FAS  field  officers  told  us  that  Title  I  was  primarily  useful 
as  a  market  maintenance  tool,  although  others  said  that  it  was  not 
even  that  useful.   In  Morocco,  Jamaica,  and  Egypt,  field  officers 
said  that  the  Title  I  program  functioned  as  a  market  maintenance 
tool  and  did  not  contribute  significantly  to  creating  or  expanding 
opportunities  for  U.S.  agricultural  commodities.   In  other 
countries,  FAS  field  officers  advised  us  that  their  countries  would 
continue  buying  Title  I  commodities  with  or  without  Title  I 
assistance.   On  the  other  hand,  in  the  Philippines,  there  is  some 
evidence  that  Title  I  was  instrumental  in  introducing  a  new  U.S. 
produce  --  soymeal  --  into  the  market. 

According  to  FAS  officials,  long-term  market  expansion  in  most 
Title  I  countries  is  constrained  by  those  countries'  limited 
purchasing  power.   Due  to  chronic  foreign  exchange  shortages  and 
large  debt  burdens,  Title  I  countries  tend  to  import  only  the  most 
essential  food  items  and  seek  the  lowest  bidder  when  purchasing 
agricultural  commodities.   Therefore,  although  the  United  States  is 
able  to  export  a  narrow  range  of  commodities  on  concessional  terms 
through  Title  I,  this  ability  does  not  guarantee  that  the  United 
States  will  also  capture  Title  I  countries'  more  profitable 
commercial  markets  for  these  or  other  commodities. 
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Elimination  of  the  Development  Coordinating  Committee  Has 
Streamlined  Title  I  Program  Operations 

In  March  1990,  as  part  of  our  testimony  on  the  Public  Law  480  Food 
for  Peace  Program,  we  reviewed  the  operational  effectiveness  of  the 
Development  Coordination  Committee  (DCC) .   We  reported  that 
although  the  committee  provided  a  mechanism  for  integrating  Public 
Law  480  agricultural  trade  and  food  aid  objectives,  its  decision- 
making process  caused  delays  in  negotiating  and  signing  country 
agreements.   As  part  of  our  current  review,  we  have  found  that  the 
elimination  of  the  DCC  and  the  Act's  designation  of  USDA  as  the 
lead  administrator  of  the  Title  I  program,  has  streamlined  the 
administration  of  Title  I.   In  1991,  the  DCC  was  replaced  by 
another  interagency  council,  the  Food  Assistance  Policy  Council 
(FAPC),  which  has  met  about  twice  a  year  since  its  inception. 

Before  the  1990  legislative  changes.  Title  I  was  administered  by 
the  DCC,  whose  members  included  USDA,  AID,  the  State  Department, 
the  Office  of  Management  and  Budget  (0MB),  and  the  Treasury.   Two 
working  committees  of  the  DCC  met  on  a  staggered  biweekly  basis  to 
allocate  Public  Law  480  assistance,  review  agreements,  and  monitor 
the  implementation  of  the  program  in  each  country.   Since  all 
decisions  had  to  be  reached  by  consensus,  the  DCC's  efforts  to 
implement  Public  Law  480 's  three  separate  titles  were  cumbersome 
because  of  the  law's  multiple  objectives  and  each  agency's  separate 
interests  in  fulfilling  them. 

DCC  has  been  replaced  by  the  Food  Aid  Policy  Council  (FAPC),  an 
interagency  body  that  oversees,  rather  than  administers,  the  Public 
Law  480  program.   FAPC  meets  once  a  year  to  review  and  approve  the 
FAS'  proposed  country  lists  and  allocations.   The  FAPC  does  not 
have  much  involvement  with  Title  I  beyond  the  initial  allocation 
process;  ongoing  administration  is  primarily  the  responsibility  of 
FAS.   According  to  the  FAS'  staff  representative  to  FAPC,  the 
interagency  group  may  also  meet  on  an  ad  hoc  basis  when  issues 
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Involving  more  than  one  Title  I  Public  law  480  request  need  to  be 
discussed.   So  far,  FAPC  has  held  only  one  ad  hoc  meeting,  in  order 
to  consider  an  AID  request  to  transfer  some  Public  Law  480  funds 
from  Title  I  to  Title  III. 

FAS'  ADMINISTRATION  OF  THE  COMMODITY  CREDIT  CORPORATION'S 
EXPORT  CREDIT  GUARANTEE  PROGRAMS 

Under  the  Export  Credit  Guarantee  programs  (GSM-102/103)  financial 
institutions  in  the  United  States  provide  financing  for 
agricultural  export  sales  to  specified  countries.   The  United 
States  government,  through  CCC,  guarantees  the  financial 
institutions  that  if  the  foreign  country  fails  to  repay  the  debt, 
CCC  will  pay.'  The  GSM-102  program  guarantees  repayment  on  credits 
having  repayment  periods  of  up  to  3  years,  and  the  GSM-103  program 
guarantees  repayment  on  credits  having  repayment  periods  of  between 
3  and  10  years.   Legislation  requires  that  for  each  of  the  fiscal 
years  1991  through  1995,  not  less  than  $5  billion  in  GSM-102 
credits  be  made  available  and  not  less  than  $500  million  in  GSM-103 
credits  be  made  available.   Legislation  also  requires  that  in 
addition  to  those  amounts,  not  less  than  $1  billion  in  GSM-102/103 
credits  be  made  available  for  each  fiscal  year  1991  through  1995 
for  emerging  democracies. 

The  GSM-102  program  began  in  1981,  and  the  GSM-103  program  began  in 
1986.   Since  these  programs  were  established,  CCC  has  provided  over 
$41  billion  in  credit  guarantees  and  paid  out  approximately  $4.2 
billion  to  banks  due  to  defaults  by  the  borrowing  countries.   About 


CCC  generally  guarantees  repayment  of  98  percent  of  the 
principal  due  and  a  portion  of  the  interest  amount  due.   The 
banks  making  the  loans  accept  the  remaining  risk.   In  some  cases, 
when  banks  have  been  reluctant  to  accept  a  2-percent  risk  on 
principal,  CCC  has  guaranteed  100  percent  of  the  principal  due. 
This  situation  has  occurred  with  loans  to  Mexico  and  the  former 
Soviet  Union. 
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$1.5  billion  of  the  amount  paid  out  was  for  defaults  by  Iraq 
following  the  beginning  of  Operation  Desert  Shield  in  1990. 

The  amount  CCC  has  paid  out  thus  far  under  its  repayment  guarantees 
represents  about  10  percent  of  the  total  guarantees  provided. 
However,  our  recent  analysis  of  the  CCC's  $13.55  billion  in 
outstanding  guarantees  as  of  June  30,  1992,  concluded  that 
cumulative  program  costs  would  be  closer  to  48  percent,  assuming 
the  programs  were  terminated  on  June  30,  1992. 

Past  operations  of  the  programs  have  incurred  significant  high 
costs  because  CCC  has  provided  a  large  amount  of  guarantees  to 
high-risk  countries,  such  as  Iraq  and  the  former  Soviet  Union. 
Guarantees  had  been  extended  to  such  high-risk  countries  because  of 
market  development  concerns  and  foreign  policy  considerations. 

On  the  question  of  whether  the  GSM-102/103  programs  have  increased 
U.S.  exports  worldwide,  we  were  unable  to  obtain  any  empirical 
evidence  that  answers  this  very  difficult  question.  However, 
program  officials  did  present  us  with  some  case  studies  and 
examples  that  show  that  these  programs  have  helped  boost  U.S. 
agricultural  exports  to  individual  countries  at  specific  times. 

Iraq's  Participation  in  the  GSM-102/103  Programs 

Iraq  began  participating  in  the  GSM-102/103  programs  in  1983. 
Between  1983  and  November  1989,  Iraq  was  provided  approximately  $5 
billion  In  export  credit  guarantees.   These  credits  were  the 
cornerstone  of  the  U.S.  policy  towards  Iraq  during  the  time  of  its 
war  with  Iran,  and  thereafter.   However,  beginning  in  1985, 
questions  about  Iraq's  creditworthiness  and  ability  to  repay  began 
to  surface.   And  by  the  fall  of  1989,  when  the  news  of  an 


'see  Loan  Guarantees;  Export  Credit  Guarantee  Programs'  Costs  Are 
High  (GAO/GGD-93-45,  Dec.  22,  1992). 
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investigation  into  loans  to  Iraq  provided  by  the  Atlanta,  Georgia, 
branch  of  the  Banca  Nazionale  del  Lavoro  (BNL)  became  public,  GSM- 
102/103  credits  for  Iraq  came  under  intense  government  scrutiny. 
On  August  2,  1990,  following  Iraq's  invasion  of  Kuwait,  the 
President  announced  a  trade  embargo  on  Iraq,  including  a 
prohibition  on  granting  credits  for  the  purchase  of  U.S. 
agricultural  commodities.  At  that  time,  CCC  had  about  a  $2-billion 
liability  under  its  Export  Credit  Guarantee  programs  covering 
private  bank  loans  to  Iraq. 

Our  November  1990  report'  on  Iraq's  participation  in  U.S. 
agricultural  export  programs  found  that  even  though  the  FAS'  risk 
analysis  documents  for  fiscal  years  1989  and  1990  rated  Iraq  as  a 
high-risk  market  for  granting  substantial  credit  guarantees,  USDA 
continued  to  approve  credit  guarantees  through  fiscal  year  1990. 
We  noted  that  the  U.S.  desire  to  build  a  strategic  and  agricultural 
trade  relationship  with  Iraq  outweighed  the  apparent  financial 
risks  involved.   In  that  report,  we  also  pointed  out  that  evidence 
of  Iraq's  human  rights  violations  was  discounted.   Our  report  and 
subsequent  testimony  before  Congress  also  raised  questions  about 
the  interagency  and  departmental  decision-making  processes  that 
sanctioned  U.S.  government  credit  guarantees  to  Iraq.  We  are 
currently  in  the  process  of  completing  a  series  of  congressionally 
requested  follow-up  reviews  of  Iraq's  involvement  in  the  Export 
Credit  Guarantee  progreuns. 

Long  before  the  problems  involving  Iraq's  participation  in  the  GSM 
programs  surfaced,  we  were  critical  of  FAS'  management  and  lack  of 
internal  controls  over  these  programs.   For  example,  in  a  report 
Issued  almost  5  years  ago  we  recommended  that  FAS  officials  perform 
on-site  inspections  to  ensure  that  only  U.S.  agricultural 


^INTERNATIONAL  TRADE:  Iraq's  Participation  in  U.S.  Agricultural 
Export  Programs  {GAO/NSIAD-91-76,  Nov.  14,  1990). 
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commodities  were  exported  under  the  programs.    FAS  has  maintained 
that  such  measures  are  not  needed  because  the  GSM  export  sales  are 
private,  commercial  transactions  subject  to  the  normal  controls 
that  exist  in  the  marketplace.   We  disagreed  with  FAS'  position 
because  the  GSM  export  credit  guarantee  programs  include  a 
taxpayer- financed  contribution.   Because  the  U.S.  government  is 
incurring  a  contingent  liability  when  CCC  guarantees  repayment  of 
the  GSM  loans,  we  believe  that  FAS  has  the  responsibility  to  take 
measures  to  ensure  that  these  guarantees  are  used  properly.   One 
way  to  help  ensure  this  is  to  physically  spot-check  the  financed 
commodities'  shipment  and  delivery. 

FAS,  at  its  own  initiative  or  under  the  direction  of  the  Congress, 
has  taken  action  on  some  of  our  other  recommended  changes  to 
program  management.   However,  an  area  that  we  are  still  concerned 
about  is  the  monitoring  by  FAS  of  the  participation  of  U.S. 
financial  institutions  in  the  GSM-102/103  programs.   In  testimony 
we  provided  in  November  1989  before  several  subcommittees  of  the 
House  Agriculture  Committee,  we  pointed  out  that  two  banks,  the 
National  Bank  for  Cooperatives  and  the  Banca  Nazionale  del  Lavoro, 
had  provided  a  significant  percentage  of  GSM-102/103  loans." 
Together  the  two  banks  provided  approximately  one-third  of  the  GSM- 

102  loans  over  a  5-year  period  and  almost  three-fourths  of  the  GSM- 

103  loans  over  a  3-year  period.   In  addition,  both  banks  were 
significant  lenders  to  just  one  country-Iraq.   When  we  questioned 
FAS  officials  about  whether  or  not  it  was  appropriate  to  allow  two 
banks  to  participate  to  such  a  large  extent,  their  response  was 


"international  TRADE;  Commodity  Credit  Corporation's  Export 
Credit  Guarantee  Programs  (GAO/NSIAD-88-194,  June  10,  1988). 

^  Status  Report  on  GAO's  Reviews  of  the  Targeted  Export 
Assistance  Program,  the  Export  Enhancement  Program,  and  the  GSM- 
102/103  Export  Credit  Guarantee  Programs (GAO/T-NSIAD-90- 12 .  Nov. 
16,  1989). 
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that  the  risk  to  the  program  is  unaffected  irrespective  of  whether 
one  bank  or  multiple  banks  provide  the  loans  to  any  particular 
country.   We  continue  to  believe  that  there  is  a  risk  in  allowing 
just  one  or  two  banks  to  participate  to  such  a  large  extent  in  the 
programs . 

In  summary,  FAS  has  consistently  maintained  that  it  has  a  limited 
role  in  monitoring  and  overseeing  the  GSM  programs  despite 
significant  U.S.  government  sponsorship  and  government  exposure  to 
large  financial  losses. 

Former  Soviet  Union  Participation  in 
The  Export  Credit  Guarantee  Programs 

Another  example  of  the  difficulties  associated  with  management  of 
the  GSM  programs  has  been  the  increasingly  significant 
participation  of  the  former  Soviet  Union  (FSU).   A  December  1990 
U.S.  government  decision  to  provide  agricultural  export  credit 
guarantees  to  the  Soviet  Union  was  a  major,  precedent-setting 
agricultural  trade  initiative.  The  initial  approval  of  U.S.  credit 
guarantees  was  made  possible  by  evidence  of  Soviet  emigration 
liberalization  and  the  temporary  waiving  of  restrictions  under  the 
Jackson-Vanik  amendment  to  the  1974  Trade  Act  that  had  made  credit 
guarantees  to  the  Soviet  Union  contingent  upon  the  enactment  into 
law  of  liberalized  emigration  policies. 

Since  the  approval  of  the  first  credit  guarantees  to  the  Soviet 
Union,  the  Commodity  Credit  Corporation  has  made  available  credit 
guarantees  for  the  former  Soviet  Union  and  its  successor  states 
equal  to  $5.95  billion.   Of  this  amount,  nearly  $5  billion  has  been 
used,  about  $450  million  is  apparently  no  longer  available,  and 
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almost  $520  million  is  held  up  owing  to  defaults  on  payments  due/ 
Of  guaranteed  sales  registered  to  date,  the  former  Soviet  Lnion 
received  $3.74  billion,  Russia  $1.06  billion,  and  Ukraine  $179 
million. 

GSM- 102  credit  guarantees  offered  to  the  former  Soviet  Union, 
Russia,  and  Ukraine  during  FY  1991  and  FY  1992  accounted  for 
approximately  29  percent  of  all  GSM- 102  commitments  offered  during 
the  FY  1990-92  period.   For  FY  1991  and  FY  1992  combined,  the  FSU 
and  successor  states  purchased  72  percent  of  all  GSM-102/103 
exports  of  soybean  meal,  71  percent  of  corn,  67  percent  of  barley, 
64  percent  of  poultry  meat,  51  percent  of  wheat,  21  percent  of 
soybeans,  and  100  percent  of  hops,  almonds  and  chicken  franks. 

Since  the  inception  of  the  GSM  export  credit  guarantees  to  the 
Soviet  Union,  the  issue  of  creditworthiness  has  dominated  the 
discussion.   As  we  observed  in  our  June,  1991  report,  questions 
about  Soviet  creditworthiness  have  been  raised  by  executive  and 
legislative  branch  officials,  as  well  private  sector  analysts.   We 
also  noted  that  the  extension  of  U.S.  agricultural  credit 
guarantees  has  been  problematic  in  light  of  the  restriction  in 
Title  XV  of  the  Food,  Agriculture,  Conservation,  and  Trade  Act  of 
1990.  This  restriction  prohibits  the  Secretary  of  Agriculture  from 
issuing  export  credit  guarantees  to  any  country  that  the  Secretary 
determines  cannot  adequately  service  the  debt  associated  with  such 
a  sale.  The  act  also  prohibits  the  issuance  of  export  credit 
guarantees  for  foreign  aid,  foreign  policy,  or  debt  rescheduling 
purposes . 


^ Of  the  $520  million  In  unused  commitments,  about  $390  million 
are  for  Russia  and  $130  million  for  Ukraine.   The  Russian  program 
has  been  suspended  because  of  Russian  defaults  on  GSM- 102 
payments  for  former  Soviet  and  Russian  debt.   According  to  a  USDA 
official,  the  Ukrainian  credits  are  not  likely  to  be  registered 
for  sale  until  the  defaults  on  the  former  Soviet  Union's  GSM  debt 
are  resolved. 
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Last  fall  the  Congress  passed  and  the  President  signed  into  law 
measures  that  reinforced  U.S.  Government  support  for  the  states  of 
the  former  Soviet  Union  and  reiterated  support  for  extending  credit 
guarantees  to  these  new  nations."  However,  since  late  November, 
1992,  Russia  has  defaulted  on  scheduled  payments  on  GSM-102 
guaranteed  debt.   As  of  January  29,  1993,  defaults  totalled  almost 
$241  million. 

The  new  Secretary  of  Agriculture  recently  said  that  USDA  considers 
Russia  and  Ukraine  to  be  very  important  markets  and  that  loss  of 
these  markets  would  have  a  detrimental  impact  on  domestic  markets 
and  U.S.  commodity  support  programs.   The  Secretary  said  he  would 
like  to  find  a  way  to  keep  selling  grain  to  Russia,  but  the 
taxpayers  have  a  right  to  know  that  countries  to  which  we  extend 
credit  guarantees  can  pay  for  the  purchases.   The  Secretary 
indicated  that  the  issue  of  how  to  continue  grain  sales  to  the 
successor  states  is  currently  being  examined  by  the  administration 
and  that  the  issue  includes  national  security  as  well  as  market 
considerations . 

GAP  MANAGEMENT  REVIEW  OF  FAS 

As  you  know,  over  the  years,  FAS  programs  and  practices  have  been 
the  subject  of  many  of  our  audits  and  investigations,  as  well  as 
those  of  the  USDA's  Inspector  General,  the  Justice  Department,  and 
various  congressional  committees.   The  resulting  reports  have 
disclosed  substantial  loan  guarantee  defaults,  lack  of  program 
criteria  and  evaluation,  program  abuse,  and  other  questionable  FAS 
management  practices.   The  many  weaknesses  in  FAS  programs  and 
practices  revealed  in  these  reports  raise  fundamental  questions 
regarding  FAS  organization,  operations,  and  management.   Until  now, 
we  have  not  reviewed  agencywide  management  issues  in  FAS. 


"freedom  Support  Act  of  1992,  Public  Law  102-511,  Oct.  24,  1992, 
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At  the  request  of  the  Chairman  of  a  House  Agriculture  Subcommittee, 
we  are  conducting  a  general  management  review  of  FAS.   The  primary 
objective  is  to  review  how  the  agency's  management  affects  its 
ability  to  accomplish  its  mission  of  promoting  agricultural 
exports.   Our  management  reviews  generally  examine  organizational 
structure,  strategic  planning,  objectives,  and  various  management 
systems.   These  management  reviews  often  link  weaknesses  in 
management  systems  (such  as  human  resources  management)  with  agency 
problems  in  meeting  its  objectives. 

Some  of  the  issues  being  addressed  in  our  management  review  Include 
(1)  the  mission  of  FAS  and  its  structure  and  activities;  (2)  the 
allocation  of  human  resources  among  its  diverse  activities, 
including  commodity  reporting  and  trade  policy;  and  (3)  the 
management  of  its  foreign  service  employees.   Completion  of  this 
assignment  is  expected  before  the  end  of  1993. 

NEED  FOR  A  LONG-TERM  AGRICULTURAL  TRADE  STRATEGY 

The  Food,  Agriculture,  Conservation,  and  Trade  Act  of  1990  required 
the  Secretary  of  Agriculture  to  develop  a  long-term  agricultural 
trade  strategy  (LATS)  and  report  to  Congress  on  it  before  October 
1,  1991. 

I 

The  stated  goals  for  the  strategy  are  to  ensure: 

--  the  growth  of  exports  of  U.S.  agricultural  commodities; 

--  the  efficient,  coordinated  use  of  federal  programs  for 
promoting  the  export  of  U.S.  agricultural  commodities; 

--  the  provision  of  food  assistance  and  an  improvement  in 
the  commercial  potential  of  markets  for  U.S.  agricultural 
commodities  in  developing  countries;  and 
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--  the  maintenance  of  traditional  markets  for  U.S. 
agricultural  commodities. 

The  act  further  mandated  that  USDA  designate  priority  growth 
markets  and  include  individual  market  development  plans  for  each 
priority  market  beginning  October  1991.   USDA  did  not  submit  the 
long-term  agricultural  trade  strategy  until  January  15,  1993. 
While  we  have  had  the  opportunity  to  give  the  LATS  only  a  cursory 
review,  our  initial  impression  is  that  substantial  additional  work 
will  be  needed  to  make  it  a  useful  management  tool. 

AGRICULTURE'S  PROGRAMS  ARE  NOT  LINKED 

TO  A  GOVERNMENTWIDE  EXPORT  PROMOTION  PLAN 

In  evaluating  the  USDA's  export  promotion  activities,  it  is 
worthwhile  to  consider  how  they  fit  into  governmentwide  efforts  to 
promote  U.S.  products  in  world  markets.   Ten  federal  government 
agencies  currently  offer  programs  to  help  business  begin  exporting 
or  to  expand  their  exports.   In  fiscal  year  1991,  these  agencies 
spent  about  $2.7  billion  on  export  promotion  programs.   However, 
these  export  promotion  programs  are  not  funded  on  the  basis  of  any 
governmentwide  strategy  or  set  of  priorities.   Consequently, 
taxpayers  do  not  have  reasonable  assurances  that  the  public's  money 
is  being  effectively  used  to  emphasize  sectors  and  programs  with 
the  highest  potential  returns. 

For  example,  USDA  spent  about  $2  billion  on  export  promotion  in 
fiscal  year  1991.   Thus,  while  agricultural  products  constitute 
only  about  10  percent  of  U.S.  exports,  USDA  spends  almost  three- 
quarters  of  the  government  total  outlays  on  export  promotion. 

By  itself  the  USDA's  MPP  received  more  funds  in  fiscal  year  1991-- 
$200  million--than  was  spent  by  the  Commerce  Department  on  all  its 
export  promotion  programs  put  together.   The  Department  of  Commerce 
spent  about  $91  million  to  support  exports  of  nonagrlcultural 
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products  through  its  U.S.  and  Foreign  Commercial  Service  (US&FCS). 
This  money  had  to  support  a  large  network  of  131  posts  in  67 
countries  and  47  domestic  offices. 

Commerce's  US&FCS  staff  in  Japan  operated  in  fiscal  year  1991  on  a 
budget  of  $4.3  million.   In  contrast,  USDA  budgeted  almost  $64 
million  for  MPP  in  Japan  during  the  same  year. 

Improving  the  USDA's  export  promotion  programs,  as  well  as  all  the 
government's  export  promotion  programs,  is  important.   However,  the 
most  significant  progress  cannot  be  achieved  one  agency  or  one 
program  at  a  time.   In  our  January  1992  report  to  the  House 
Committee  on  Government  Operations  reviewing  the  funds  of  all  the 
federal  government  agencies  involved  in  export  promotion,  we 
recommended  that  Congress  require  that  all  export  promotion 
programs  be  integrated  into  a  governmentwide  strategic  plan  and 
funded  in  a  manner  consistent  with  the  priorities  given  them  under 
the  plan.^* 

The  Export  Enhancement  Act  of  1992  (P.L.  102-429)  Incorporated  our 
recommendations  for  developing  a  governmentwide  strategic  plan  to 
promote  exports  and  for  establishing  governmentwide  budget 
priorities  for  export  promotion  programs.   Hence,  we  believe  that 
future  funding  for  the  programs  discussed  today  should  be 
considered  in  the  context  of  governmentwide  export  promotion 
efforts.   As  part  of  this  effort,  in  order  to  provide  coherence  to 
U.S.  government  export  promotion  efforts  and  help  insure  that 
export  promotion  funding  is  channeled  into  areas  with  the  greatest 
potential  returns,  an  improved  LATS  must  be  integrated  into  the 
governmentwide  plan. 


^*Export  Promotion:   Federal  Programs  Lack  Organizational  and 
Funding  Cohesiveness  (GAO/NSIAD-92-49 ,  Jan.  10,  1992). 
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Mr.  Chairman,  this  concludes  my  prepared  statement.   I  will  be 
happy  to  answer  any  questions  you  or  other  Members  of  Subcommittee 
may  have. 

(280045) 
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'  AGRICULTURAL  TRADE  REPORTS 

I 

TRANSITION  SERIES;   International  Trade  (GAO/OCG-93-11TR,  Dec. 
1992)  . 

INTERNATIONAL  TRADE;   Advertising  and  Promoting  U.S.  Cigarettes  In 
Selected  Asian  Countries  (GAO/GGD-93-38,  Dec.  31,  1992). 

LOAN  GUARANTEES;   Export  Credit  Guarantee  Programs'  Costs  are  High 
(GAO/GGD-9  3-45,  Dec.  22,  1992). 

INTERNATIONAL  TRADE;   Restrictions  on  U.S.  Racehorses  In  Foreign 
Country  Races  (GAO/GGD-93-15,  Oct.  30,  1992) 

Progress  in  GATT  Negotiations,  {GAO/GGD-92-6R,  July  31,  1992). 

INTERNATIONAL  TRADE;   Canada  and  Australia  Rely  Heavily  on 
Wheat  Boards  to  Market  Grain  (GAO/NSIAD-92-129,  June  10,  1992). 

U.S.  DEPARTMENT  OF  AGRICULTURE;   Better  Trade  Show  Management  Can 
Increase  Benefits  to  Exporters  (GAO/NSIAD-92-122,  Mar.  10,  1992). 

Agricultural  Chemicals  to  Irag  (GAO/NSIAD-92-79R,  Mar.  3,  1992). 

INTERNATIONAL  TRADE;   Agricultural  Trade  Offices'  Role  in  Promoting 
U.S.  Exports  Is  Unclear  (GAO/NSIAD-92-65,  Jan.  16,  1992). 

EXPORT  PROMOTION:   Federal  Programs  Lack  Organizational  and  Funding 
Cohesiveness   (GAO/NSIAD-92-49,  Jan,  10,  1992). 

DRUG  POLICY  AND  AGRICULTURE;   U.S.  Trade  Impacts  of  Alternative 
Crops  to  Andean  Coca  {GAO/NSIAD-92-12 ,  Oct.  28,  1991). 

INTERNATIONAL  TRADE;   Factors  Affecting  the  Price  of  Alaskan 
Bristol  Bay  Sockeye  Salmon  (GAO/NSIAD-91-322,  Sept.  13,  1991). 

INTERNATIONAL  TRADE;   Soviet  Agricultural  Reform  and  the  U.S. 
Government  Response  (GAO/NSIAD-91-152,  June  28,  1991). 

AGRICULTURAL  TRADE;   Cooperator  Conflict  of  Interest  Regulation 
Needs  Strengthening  {GAO/NSIAD-91-217 ,  May  22,  1991). 

LOAN  GUARANTEES;   Export  Credit  Guarantee  Programs'  Long-Run  Costs 
are  High  (GAO/NSIAD-91-180,  Apr.  19,  1991). 

U.S.  MEXICO  TRADE;   Impact  of  Liberalization  in  the  Agricultural 
Sector  {GAO/NSIAD-91-155,  Mar.  29,  1991) 
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U.S. -MEXICO  TRADE;   Extent  to  Which  Mexican  Horticultural  Exports 
Complement  U.S.  Production  (GAO/NSIAD-91-94BR,  Feb.  20,  1991). 

AGRICULTURAL  TRADE  NEGOTIATIONS:   Stalemate  in'  the  Uruguay  Round 
(GAO/NSIAD-91-129,  Feb.  1,  1991). 

U.S.  DEPARTMENT  OF  AGRICULTURE:   Strategic  Marketing  Needed  to  Lead 
Agribusiness  in  International  Trade  (GAO/RCED-91-22,  Jan.  22, 
1991) . 

U.S.  FOOD  EXPORTS:   Five  Countries ' Standards  and  Procedures  for 
Testing  Pesticides  Residues  (GAO/NSIAD-91-90,  Dec.  20,  1990). 

INTERNATIONAL  TRADE:  Irag's  Participation  in  U.S.  Agricultural 
Export  Programs  {GAO/NSIAD-91-76,  Nov.  14,  1990). 

AGRICULTURAL  TRADE:   Improvements  Needed  in  Management  of  Targeted 
Export  Assistance  Program  (GAO/NSIAD-90-225,  June  27,  1990). 

CARGO  PREFERENCE  REQUIREMENTS;   Their  Impact  on  U.S.  Food  Aid 
Programs  and  the  Merchant  Marine  (GAO/NSIAD-90-174,  June  19,  1990). 

INTERNATIONAL  TRADE;   Export  Enhancement  Program's  Recent  Changes 
and  Future  Role  (GAO/NSIAD-90-204 ,  June  14,  1990). 

TRADE  AND  HEALTH  ISSUES:   Dichotomy  Between  U.S.  Export  Policy  and 
Antismoking  Initiatives  (NSIAD-90-190,  May  15,  1990). 

INTERNATIONAL  TRADE;   Competition  for  Japan's  High  Value 
Agricultural  Market  (GAO/NSIAD-90-134 ,  Mar.  30,  1990). 

1990  FARM  BILL:   Opportunities  for  Change  (GAO/RCED-90-142,  April 
10,  1990). 

INTERNATIONAL  TRADE:   Activity  Under  the  Export  Enhancement  Program 
(GAO/NSIAD-90-59FS,  Feb.  12,  1990). 

INTERNATIONAL  TRADE;   Export  Enhancement  Program  Bonus  Overpayments 
(GAO/NSIAD-90-83,  Feb.  7,  1990). 

INTERNATIONAL  TRADE;   Foreign  Market  Development  for  High  Value 
Agricultural  Trade  (GAO/NSIAD-90-47,  Jan.  17,  1990). 

U.S. -MEXICO  TRADE;   Trends  and  Impediments  (GAO/NSIAD-90-85R, 
Jan.  12,  1990). 
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AGRICULTURAL  TRADE  TESTIMONY 

EXPORT  PROMOTION:   Federal  Approach  is  Fragmented  (GAO/T-GGD-92- 
68,  Aug.  10,  1992) 

U.S.  DEPARTMENT  OF  AGRICULTURE:   High-Value  Products  and  U.S. 
Export  Promotion  Efforts  (GAO/T-GGD-92-64,  July  28,  1992) 

AGRICULTURE'S  EXPORT  CREDIT  PROGRAMS:   Delays  in  Accessing 
Records  Relating  to  Iraq  (GAO/T-GGD-92-47,  May  29,  1992) 

U.S.  DEPARTMENT  OF  AGRICULTURE:   Improved  Management  Could 
Increase  the  Effectiveness  of  Export  Promotion  Activities  (GAO/T- 
GGD-92-30,  Apr.  7,  1992) 

U.S.  DEPARTMENT  OF  AGRICULTURE:   Management  Issues  Remain 
Unresolved  in  the  Market  Promotion  Program  (GAO/T-GGD-92-25,  Mar. 
25,  1992) 

U.S.  Efforts  to  Increase  Export  of  High  Value  Agricultural 
Products  (GAO/T-NSIAD-91-43,  June  25,  1991) 

The  Soviet  Union's  Participation  in  the  Agriculture  Department's 
Export  Credit  Guarantee  Programs  (GAO/T-NSIAD-91-38,  May  21, 
1991) 

Iraq's  Participation  in  the  Commodity  Credit  Corporation's  GSM- 
102-103  Export  Credit  Guarantee  Programs  (GAO/T-NSIAD-91-13,  Mar. 
14,  1991) 

Report  on  Commodity  Credit  Corporation's  GSM-102-103  Export 
Credit  Guarantee  Programs  and  Iraq's  Participation  in  the 
Programs  (GAO/T-NSIAD-91-01,  Oct.  16,  1990) 

Restrictions  on  U.S.  Aid  to  Bolivia  for  Crop  Development 
Competing  With  U.S.  Agricultural  Exports  and  their  Relationship 
to  U.S.  Anti-Drug  Efforts  and  Purchasing  Parts  (GAO/T-NSIAD-90- 
52,  June  27,  1990) 

Dichotomy  Between  U.S.  Tobacco  Export  Policy  and  Antismoking 
Initiatives  (GAO/T-NSAID-90-42,  May  17,  1990) 

Status  Report  on  GAO's  Reviews  on  P.L.  480  Food  Aid  Programs 
(GAO/T-NSIAD-90-23,  Mar.  21,  1990) 
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Status  Report  on  GAO's  Reviews  of  the  Targeted  Export  Assistance 
Program,  the  Export  Enhancement  Program,  and  the  GSM-102/103 
Export  Credit  Guarantee  Programs  (GAO/T-NSIAD-90-12 ,  Nov.  16, 
1989) 

Status  Report  on  GAO's  Review  of  the  Export  Enhancement  Program 
(GAO/T-NSIAD-89-45,  July  31,  1989) 

Commodity  Credit  Corporation's  Export  Credit  Guarantee  Programs 
(GAO/T-NSIAD-89-9,  Mar.l,  1989) 

Commodity  Credit  Corporation's  Export  Credit  Guarantee  Programs 
(GAO/T-NSIAD-89-2,  Oct.  6,  1988) 
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Tuesday,  February  23,  1993. 

FOREIGN  AGRICULTURAL  SERVICE 
WITNESSES 

CHARLES  J.  O'MARA,  ACTING  UNDER  SECRETARY,  INTERNATIONAL  AF- 
FAIRS AND  COMMODITY  PROGRAMS,  DEPARTMENT  OF  AGRICULTURE; 

RICHARD  B.  SCHROETER,  ACTING  ADMINISTRATOR,  FOREIGN  AGRICUL- 
TURAL SERVICE; 

PHILIP  L.  MACKIE,  ASSISTANT  ADMINISTRATOR,  COMMODITY  &  MAR- 
KETING PROGRAMS,  FOREIGN  AGRICULTURAL  SERVICE; 

STEPHEN  B.  DEWHURST,  BUDGET  OFFICER,  DEPARTMENT  OF  AGRICUL- 
TURE 

Opening  Remarks 

Mr.  DuRBiN.  Mr.  Schroeter,  we  have  your  statement.  It  will  be 
included  in  the  record  in  its  entirety.  If  you  will  be  kind  enough  to 
summarize  your  remarks,  I  think  the  panel  is  primed  for  asking 
some  specific  questions,  and  we  would  probably  like  to  get  to  them. 
So  if  you  can  give  us  a  summary,  we  will  proceed. 

At  this  point  in  the  record  we  will  insert  the  biographical 
sketches  for  the  Acting  Under  Secretary,  Acting  Administrator  and 
Assistant  Administrator. 

[The  biographical  sketches  follow:] 

Charles  J.  O'Mara,  Acting  Under  Secretary,  International  Affairs  and 
Commodity  Programs,  U.S.  Department  of  Agriculture 

Charles  J.  (Joe)  O'Mara  holds  the  rank  of  Minister  Counselor  in  the  Department 
of  Agriculture's  Foreign  Agricultural  Service.  In  January  1990,  U.S.  Trade  Repre- 
sentative, Carla  Hills,  and  former  Secretary  of  Agriculture,  Clayton  Yeutter,  ap- 
pointed Mr.  O'Mara  as  their  negotiator  for  agriculture  in  the  Uruguay  Round  of 
multilateral  trade  negotiations.  In  August  1991,  he  was  named  Special  Trade  Nego- 
tiator in  the  Department's  International  Affairs  and  Commodity  Programs  Office, 
where  he  has  maintained  his  responsibilities  for  the  Uruguay  Round  and  spearhead- 
ed negotiations  on  agriculture  in  the  North  American  Free  Trade  Agreement 
(NAFTA).  He  is  currently  serving  as  Acting  Under  Secretary  for  International  Af- 
fairs and  Commodity  Programs. 

From  1984  through  1989,  Mr.  O'Mara  was  Assistant  Administrator  for  trade 
policy  in  the  Foreign  Agricultural  Service  where  he  directed  the  formulation  and 
implementation  of  U.S.  agricultural  trade  policy.  Prior  to  that,  he  served  as  Deputy 
Assistant  Administrator  for  Trade  Policy  (1982-1984),  Director  of  the  Western 
Europe-Inter  America  Division  (1981-1982)  and  Deputy  Director  for  Analysis  of  the 
Oilseeds  and  Product  Division  (1980-1981).  Mr.  O'Mara  has  also  served  as  Agricul- 
tural Minister-Counselor  in  Geneva,  Switzerland  and  Agriculture  Attache  in  Brazil 
and  Argentina. 

Mr.  O'Mara  was  born  in  Baltimore,  Maryland.  He  is  a  1967  graduate  of  the  Uni- 
versity of  Maryland  with  a  Bachelor  of  Science  degree  in  Business  Administration. 

He  and  his  wife  Susan  have  one  daughter,  Ellie,  and  two  sons  Stephen  and  Mat- 
thew. They  reside  in  Silver  Spring,  Maryland. 
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Richard  B.  Schroeter 

Mr.  Schroeter  is  a  native  of  Reedley,  California,  and  a  graduate  of  the  University 
of  California  in  Los  Angeles,  California.  He  received  his  B.S.  and  M.S.  in  Economics. 

Mr.  Schroeter  began  his  career  with  the  Foreign  Agricultural  Service  in  1966  as 
an  International  Economist  and  served  as  Assistant  Agricultural  Attache  in  the 
U.S.  Mission  to  the  EC  from  1970  to  1975.  In  1978,  he  became  Director  of  the 
Market  Economics  Division,  ITP.  Mr.  Schroeter  moved  to  the  Horticultural  and 
Tropical  Products  Division,  Commodity  and  Marketing  Programs,  in  1979  as  Deputy 
Director  of  Marketing.  Mr.  Schroeter  became  the  Deputy  Assistant  Administrator, 
Trade  Negotiations,  International  Trade  Policy,  in  1987  and  later  in  May  1991 
became  the  Assistant  Administrator  of  International  Trade  Policy. 

Mr.  Schroeter  assumed  his  present  position  of  Acting  Administrator  of  the  For- 
eign Agricultural  Service  in  January  1993. 

He  is  married,  has  2  children  and  lives  in  McLean,  Virginia. 


Phiup  L.  Mackie 

Dr.  Mackie  is  a  native  of  Elkton,  Maryland.  He  holds  a  B.S.  and  PhD  in  Agricul- 
tural Economics  from  the  University  of  Maryland  in  College  Park,  Maryland. 

Dr.  Mackie  began  his  career  in  the  Department  of  Agriculture  in  1961  in  the  Sta- 
tistical Reporting  Service.  He  joined  the  Foreign  Agricultural  Service  in  1968  as  an 
Agricultural  Economist  in  the  Dairy  &  Poultry  Division,  Commodity  Programs,  and 
has  served  in  positions  in  the  Assistant  Administrator's  Office,  Commodity  Pro- 
grams, and  the  Livestock— Meat  Products  Division.  In  1974,  Dr.  Mackie  became 
Deputy  Assistant  Administrator,  Foreign  Commodity  Analysis  and  in  1979  was  ap- 
pointed Director,  Oilseeds  and  Products  Division. 

Dr.  Mackie  assumed  his  present  position  of  Assistant  Administrator  of  the  Com- 
modity &  Marketing  Programs  in  July  1989. 

Dr.  Mackie  resides  in  Silver  Spring,  Maryland. 

[Clerk's  note. — The  state  of  the  Acting  Administrator  appears 
on  pages  576  through  586.  The  statement  of  the  Acting  General  Sales 
Manager  appears  on  pages  587  through  600.  The  Explanatory  Notes 
appear  on  pages  690  through  753.] 

Mr.  Schroeter.  Yes,  sir. 

Thank  you,  Mr.  Chairman.  But  before  I  proceed,  perhaps  I  could 
ask  Mr.  O'Mara  to  do  a  short  overview  of  the  programs,  both  in 
FAS  and  OICD;  and  then  Mr.  Mackie  and  myself  could  present  a 
few  more  details. 

Mr.  DuRBiN.  Fine.  Thank  you. 

Statement  of  the  Acting  Assistant  Secretary 

Mr.  O'Mara.  Thank  you,  Mr.  Chairman.  I  have  just  a  short  state- 
ment. It  will  take  a  few  minutes. 

We  appreciate  the  opportunity  to  be  here  today  to  talk  about  the 
International  Affairs  and  Commodity  Programs  part  of  the  Depart- 
ment of  Agriculture.  If  you  do  not  know  these  gentlemen,  let  me 
introduce  them.  To  my  left  is  Rich  Schroeter,  who  is  the  Acting  Ad- 
ministrator of  the  Foreign  Agricultural  Service.  To  my  right  is  Phil 
Mackie,  who  is  the  Acting  General  Sales  Manager  and  Glenn 
Whiteman,  who  is  also  here  to  help  us  with  respect  to  GSM 
programs.  And  John  Miranda,  who  is  behind  me,  is  the  Acting 
Administrator  of  OICD.  Mr.  Dewhurst,  of  course,  is  here.  He  is 
the  only  one  of  us,  sir,  that  is  not  acting.  [Laughter.] 

Now,  before  I  ask  these  fine  gentlemen  to  get  specific  about  the 
individual  programs  in  their  agencies,  I  would  like  to  say  that  the 
President  will  send  his  fiscal  year  1994  budget  proposal  to  the  Con- 
gress in  early  April  and,  of  course,  for  this  reason  we  are  not  in 
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any  position  today  to  discuss  budget  proposals  for  specific  programs 
and  activities. 

However,  I  can  tell  you  that  within  the  department,  Secretary 
Espy  has  challenged  all  of  us  to  do  our  part,  to  work  harder,  smart- 
er and  more  efficiently  to  better  serve  farmers,  exporters,  consum- 
ers and  the  American  people.  And  there  is  no  area  of  the  depart- 
ment where  this  challenge  is  more  relevant  than  in  the  interna- 
tional field.  This  is  because  export  expansion  is  the  key  to  prosperi- 
ty for  our  farm  sector. 

We  are  working  to  improve  our  competitive  position  in  the  world 
market  today,  and  to  provide  growth  opportunities  for  the  future. 
Secretary  Espy  has  made  this  effort  one  of  his  major  goals. 

INTERNATIONAL  CHALLENGES 

As  you  know,  U.S.  agriculture  continues  to  face  a  number  of  seri- 
ous challenges  on  the  international  front.  An  immediate  challenge 
is  resolving  the  purchasing  problems  of  Russia  and  Ukraine  so  that 
we  can  resume  shipments  to  these  major  customers.  These,  of 
course,  are  markets  we  cannot  afford  to  lose.  Although  we  are  still 
moving  some  commodities  to  the  region  through  food  and  feed  as- 
sistance efforts,  and  through  third  country  buyers,  we  need  to 
design  a  program  so  that  U.S.  agriculture  can  continue  to  play  a 
positive  role  in  the  ongoing  changes  in  this  region.  All  of  us  at  this 
table  are  working  hard  to  find  a  solution  to  this  difficult  problem, 
and  we  would  be  pleased  to  hear  the  views  of  you  and  the  subcom- 
mittee in  that  respect. 

Beyond  the  financial  problems  in  the  former  Soviet  Union,  our 
producers  continue  to  face  protectionist  trade  barriers,  unfair  trade 
practices  and  self-sufficiency  policies  around  the  world.  Under  Sec- 
retary Espy's  direction,  we  intend  to  move  forcefully  to  counter 
unfair  competition  and  to  convince  our  trading  partners  to  change 
these  policies,  using  all  the  export  and  trade  policy  tools  at  our  dis- 
posal. 

NAFTA,  which,  of  course,  has  been  completed,  will  expand  our 
market  opportunities  in  the  North  American  region,  which  is  al- 
ready a  market  of  some  $8.5  billion.  After  seven  years  of  rather  in- 
tense effort,  the  agricultural  part  of  the  GATT  negotiation  is  about 
three-quarters  finished,  and  this  will  deal  with  trade  problems  and 
market  expansion  for  our  producers  on  a  global  basis. 

We  have  also  recently  settled  longstanding  disputes  with  the  Eu- 
ropean Community  on  oil  seeds,  corn  gluten  feed,  and  malt  barley 
sprouts.  Mr.  Schroeter  £ind  I  have  been  very  much  involved  in 
these  efforts,  and  we  would  be  pleased  to  hear  the  views  of  subcom- 
mittee on  this  subject. 

I  also  might  add,  Mr.  Chairman,  that  we  look  forward  to  working 
with  you  as  you  lead  a  delegation  to  Mexico  City  shortly,  to  look 
into  the  NAFTA  situation. 

EXPORT  SITUATION 

Mr.  Chairman,  with  the  tools  provided  to  us  by  Congress,  we 
have  undertaken  a  long-term  investment  to  expand  exports  and 
global  opportunities  for  U.S.  agriculture,  with  particular  emphasis 
on  high  value  and  processed  products.  This  commitment  is  bringing 
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dividends  today.  U.S.  agricultural  exports  have  increased  in  five  of 
the  last  six  years,  and  fiscal  1992  was  the  second  highest  export 
year  on  record,  supported  by  nearly  $9  billion  in  shipments  under 
USD  A  export  and  aid  programs. 

This  year,  too,  our  export  performance  so  far  has  been  stronger 
than  expected.  I  can  report  to  you  today  that  U.S.  agricultural  ex- 
ports for  the  first  quarter  of  fiscal  1993  reached  $11.8  billion,  up 
four  percent  from  a  year  ago,  and  the  best  first  quarter  perform- 
ance on  record.  And  this  record  level  was  achieved  despite  sharp 
declines  in  U.S.  sales  to  the  former  Soviet  Union  and  China. 

An  important  long-term  stimulus  to  trade  is  our  work  to  help 
less  developed  nations  surmount  the  barriers  of  hunger  and  pover- 
ty. The  Office  of  International  Cooperation  and  Development  links 
the  technical  and  scientific  expertise  of  the  U.S.  agricultural  com- 
munity and  other  nations,  helping  to  ensure  the  long-term  viability 
of  U.S.  agriculture  through  joint  work  in  such  areas  as  germ  plasm 
exchange,  biological  and  pest  control  and  natural  resource  manage- 
ment. 

It  also  provides  tools  to  help  build  stable  economies  and  a  more 
prosperous  world.  This,  in  turn,  supplements  our  export  expansion 
mission  by  creating  new  markets  for  U.S.  agriculture  as  incomes 
and  dietary  demands  in  less  developed  nations  improve. 

Resource  limitations  only  mean  that  we  must  work  harder  to  use 
the  programs  and  tools  Congress  has  given  us  to  responsibly,  effec- 
tively and  aggressively  defend  the  interest  of  U.S.  agriculture,  chal- 
lenge unfair  competition  and  deal  with  new  markets  for  the  future. 

Mr.  Chairman,  I  want  to  assure  you  and  this  subcommittee  of 
our  commitment  to  be  effective,  prudent  managers  of  taxpayers' 
dollars  and  to  redouble  our  efforts  to  maintain  the  confidence  of 
Congress  and  the  public  as  we  work  to  assure  U.S.  agriculture's 
place  in  the  changing  global  marketplace. 

Thank  you,  sir,  and  we  welcome  your  advice  and  counsel. 

IMPACT  OF  GATT  AND  NAFTA 

Mr.  DuRBiN.  Thank  you,  Mr.  O'Mara.  You  have  had  some  back- 
ground in  trade  negotiations  over  the  last  several  years.  Could  you 
tell  us  what  the  impact  of  GATT  and  NAFTA  will  be  on  our 
present  programming  for  the  export  assistance? 

Mr.  O'Mara.  In  the  case  of  the  GATT,  Mr.  Chairman,  of  course, 
that  negotiation  has  not  yet  completed.  The  three-quarters  that 
have  been  completed  relate  to  phytosanitary  and  sanitary  issues, 
which  will  make  trade  in  commodities,  particularly  fruits  and  vege- 
tables and  animal  products,  a  much  more  open  system.  Hopefully 
at  the  conclusion  of  this  negotiation  on  that  subject,  there  will  be 
scientifically-based  barriers  to  protect  human  and  animal  and 
plant  health,  and  not  trade  barriers. 

Mr.  DuRBiN.  Well,  I  am  asking  you  to  think  ahead.  In  the  work 
of  NAFTA  and  GATT,  if  it  is  completed  as  we  envision  it,  will  the 
United  States  still  be  able  to  aggressively  promote  its  agricultural 
products  in  these  countries  that  are  party  to  the  treaty? 

Mr.  O'Mara.  With  respect  to  the  GATT,  there  will  be  an  export 
subsidy  outcome  there,  Mr.  Chairman,  which  will  reduce  the  role  of 
subsidized  exports  in  the  marketplace  by  ourselves  and  other  subsi- 
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dized  exporters,  particularly  the  European  Community.  It  will  not 
eliminate  export  subsidies. 

Mr.  DuRBiN.  Now,  there  are  direct  subsidies,  of  course,  in  the 
United  States.  Do  they  characterize  market  promotion  programs 
and  the  like,  to  be  an  indirect  subsidy  to  products? 

Mr.  O'Mara.  No,  sir.  We  managed  to  make  sure  that  that  was 
not  included. 

Mr.  DuRBiN.  So  we  would  be  able  to  continue  programs  like  this. 
But  if  it  came  to,  for  example,  credit  subsidy  or  direct  crop  subsidy, 
that  would  be  influenced  or  affected  by  the  treaties? 

Mr.  O'Mara.  The  effect  of  the  treaty,  as  you  say  correctly,  will 
deal  with  direct  export  subsidies.  Our  credit  guarantee  program 
will  not  be  dealt  with  in  the  GATT  negotiation,  although  there  will 
be  eventually  an  OECD  arrangement  with  respect  to  agricultural 
credits. 

And  as  far  as  market  promotion  programs,  they  are  not  part  of 
any  discipline  that  would  come  out  of  the  GATT  negotiation. 

Mr,  DuRBiN.  It  would  seem  to  lead  us  to  the  conclusion  that,  if 
we  reach  this  point  with  GATT  being  approved,  we  have  to  im- 
prove our  skills  at  market  promotion  to  use  that  particular  instru- 
ment or  program  to  our  advantage  in  promoting  American  agricul- 
tural exports. 

Mr.  O'Mara.  It  would  be. 

MARKET  promotion  PROGRAM 

Mr.  DuRBiN.  Now,  let  me  switch  to  the  specific  program.  Market 
Promotion  Program,  which  has  been  the  subject  of  some  controver- 
sy over  several  years.  You  probably  missed  the  testimony  before 
you  by  the  GAO  and  their  own  opinions  on  the  program. 

This  Subcommittee,  working  with  its  counterpart  in  the  Senate, 
attempted  to  make  some  changes,  policy  changes  in  the  way  that 
program  was  to  be  implemented  in  this  fiscal  year. 

Can  you  testify,  or  someone  with  you  testify,  as  to  what  the 
actual  impact  of  those  recommended  changes  has  been  so  far? 

Mr.  O'Mara.  Yes,  sir,  I  will  turn  that  over  to  my  able  colleagues, 
Mr.  Mackie  and  Mr.  Schroeter. 

Mr.  Mackie  is  in  charge  of  the  operational  aspects  of  the  MPP. 
So  if  I  could  ask  him  to  address  that,  I  would  ask  him  to  do  so. 

Mr.  DuRBiN.  Please  do. 

Mr.  Mackie.  Thank  you,  Mr.  Chairman. 

MPP  ALLOCATION  CRITERIA 

In  terms  of  the  criteria  under  which  we  allocate  the  money 
under  the  MPP,  we  work  under  a  fairly  strict  set  of  criteria 
which  are  common  across  the  program  and  that  are  measurable  on 
an  equal  basis  among  all  the  applicants.  These  criteria  include:  the 
presence  or  absence  of  an  unfair  trade  practice,  which  is  a  priority 
consideration  in  the  legislation;  the  contribution  level  that  the  par- 
ticipants themselves  are  willing  to  put  up  as  a  joint  part  of  the  pro- 
gram; the  level  of  the  budget  in  comparison  with  both  the  level  of 
exports  for  the  particular  product  or  commodity  and  the  expected 
increase  in  exports  as  a  result  of  putting  money  into  the  program; 
the  market  share  goals  that  the  participants  states;  and  how  well 
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that  participant  did  in  terms  of  what  they  said  they  were  going  to 
do  in  the  previous  year.  In  other  words,  if  they  are  not  performing 
up  to  the  standards  upon  which  we  granted  the  money  in  the  previ- 
ous year,  that  acts  as  a  negative  factor  in  terms  of  what  they  will 
receive  this  year. 

Now,  as  a  result  of  the  appropriations  report  last  year,  we  intro- 
duced two  new  factors  into  the  allocation  process.  One  was  the 
degree  to  which  product  was  processed  in  the  United  States;  and 
the  second  was  the  level  of  U.S.-origin  content  in  the  product  being 
promoted.  The  higher  the  level  of  U.S.  origin  in  the  product  and 
the  more  processing  in  the  United  States,  would  count  as  a  favor- 
able element  in  allocation  of  the  funds. 

PARTICIPATION  OF  SMALLER  ORGANIZATIONS  IN  MPP 

Mr.  DuRBiN.  One  of  the  other  elements  in  our  report  suggested 
that  the  program  encourage  smaller,  medium-size  and  new-to- 
export  participants,  and  I  didn't  hear  that  in  your  list  of  criteria. 

Mr.  Mackie.  No,  sir,  you  did  not.  Let  me  make  two  points  in  that 
regard. 

One,  that  has  not  been  a  criteria  upon  which  we  developed  and 
currently  operate  the  program,  which  we  think  is  consistent  with 
the  implementing  legislation.  The  bottom  line  has  been  the  in- 
crease in  exports  out  of  the  United  States.  Whether  that  has  been 
done  by  small  companies  or  large  companies  has  not  been  a  factor. 
We  have  not  looked  at  the  program  as  a  small  business  program. 
We  do  not  have  the  information  at  this  time  to  determine  the 
spread  of  funding  across  small  companies,  large  companies.  We  are 
in  the  process  of  going  out  to  solicit  that  information,  if  the  0MB 
gives  us  the  okay  under  the  Paper  Work  Reduction  Act. 

Mr.  DuRBiN.  Well,  Mr.  Myers  raised  this  point  earlier,  and  I 
thought  it  was  a  good  one.  It  is  one  that  ought  to  be  debated  fully 
and  we  ought  to  give  you,  I  think,  more  guidance  on  what  to  do 
with  it.  And  that  is,  whether  or  not  we  should  in  some  way  dis- 
qualify or  discourage  large  firms  from  participating  in  this  pro- 
gram. I  think  on  a  case-by-case  basis  I  can  come  down  on  either 
side  on  that. 

Mr.  Mackie.  Mr.  Chairman. 

Mr.  DuRBiN.  Go  ahead. 

Mr.  Mackie.  There  is  one  other  point,  though.  The  few  large 
firms  attract  a  lot  of  attention  in  the  press,  but  there  are  numer- 
ous companies  that  participate  in  this  program.  There  are  over  600 
companies  in  any  one  year.  We  have  a  program,  particularly 
through  the  states  and  regional  organizations,  which  is  specifically 
designed  for  small  companies.  As  part  of  the  program,  last  year  we 
carried  out  37  seminars  around  the  country  as  to  how  to  get  into 
the  export  business  through  these  organizations.  So  there  is  a  small 
business  component  of  the  program. 

consideration  of  additionality 

Mr.  DuRBiN.  I  do  not  question  that,  but  we  get  down  to  some 
very  fundamental  questions.  There  was  a  controversial  allocation 
to  McDonald's  Corporation  through  the  Egg  Council  to  promote 
Egg  McMuffin  sales  in  Germany.  I  honestly  cannot  sit  here  and 
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justify  in  my  own  mind  spending  that  money.  An  international  cor- 
poration like  McDonald's  certainly  has  a  market  plan  before  they 
decided  to  go  into  Germany,  and  it  must  have  included  the  idea  of 
Egg  McMuffin.  Any  idea  that  American  eggs  are  being  used  to 
somehow  require  this  subsidy  strikes  me  as  unnecessary.  You  can 
argue  from  the  other  side  that  perhaps  you  need  a  larger  company 
in  order  to  penetrate  a  big  market.  Some  smaller  companies  might 
not  be  able  to  do  it,  may  not  be  able  to  offer  the  kind  of  aggressive 
marketing  within  the  country. 

So  you  really  come  down  with,  I  think,  a  kind  of  inconclusive  sit- 
uation here  that  really  depends  on  the  merits  of  each  case. 

Let  me  ask  you  one  question  that  was  brought  up  by  GAO.  Do 
you  take  into  consideration  the  factor  of  additionality? 

Mr.  Mackie.  Sir,  it  is  not  a  specific  criteria,  but  certainly  I  think 
that  is  a  desire  which  we  all  share  for  this  program.  What  we  do 
know  is  the  money  that  we  allocate  is  going  for  promotions  that 
are  consistent  with  the  regulations  and  so  forth. 

I  think  the  question  of  additionality,  in  the  way  GAO  put  it, 
would  be  extremely  difficult  to  implement  from  an  administrative 
standpoint.  We  would  have  to  look  at  the  promotional  program  for 
a  company  on  a  worldwide  basis  to  ensure  that  the  specific  project 
which  we  are  approving  in  Germany,  or  Hong  Kong,  or  wherever, 
was  in  fact  additional  across  the  board.  It  would  be  administrative- 
ly difficult  at  least. 

RESPONSE  TO  GAO  TESTIMONY 

Mr.  DuRBiN.  Most  of  the  members  of  this  panel  were  sitting 
through  the  GAO  testimony.  Is  there  anything  you  would  like  to 
say  in  response  to  points  made  by  the  representatives  of  the  Gener- 
al Accounting  Office?  [Laughter.] 

Now  is  your  chance.  [Laughter.] 

Mr.  Mackie.  I  think  basically  my  response  would  be  that  the 
criticisms  of  the  program  at  this  point  are  really  questions  of  a 
philosophical  nature  rather  than  an  administrative  nature.  I  did 
not  hear  any  criticisms  of  the  administration  of  the  program  as  it 
currently  exists.  I  heard  stories  from  what  happened  five  and  six 
years  ago.  I  think  the  criticism  is  focused  on  the  kinds  of  issues 
that  we  have  been  discussing,  whether  or  not  it  should  be  a  small 
business  program,  whether  it  should  emphasize  new-to-market 
firms,  that  sort  of  thing,  as  opposed  to  the  way  the  program  has 
been  operated  up  to  this  point,  which  has  been  to  really  help  move 
products  off  the  American  farm. 

That  is  my  general  reaction.  I  would  be  glad  to  give  you  specific 
reactions  to  some  of  the  points  they  made  if  you  so  wish. 

Mr.  DuRBiN.  Mr.  Schroeter. 

Mr.  Schroeter.  Mr.  Chairman,  I  wonder  if  I  could  respond  to  a 
point  you  made  about  McDonald's  and  the  fast  food  outlets.  I  guess 
it  is  a  point  of  argument  here,  because  it  seems  to  me  that  one  of 
the  fastest  growing  enterprises  in  world  trade  is  the  fast  food  out- 
lets. I  do  not  see  how  from  an  agricultural  exporting  standpoint  we 
can  ignore  them,  and  I  think  that  is  the  kind  of  point  of  view  we 
have  taken  from  the  standpoint  of  the  MPP  program. 
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If  you  look  at  McDonald's  in  Japan,  for  example,  they  might  be 
buying  Idaho  french  fries.  There  is  no  reason  why  they  could  not 
buy  Idaho  eggs.  Is  there  any  reason  why  we  should  not  work  with 
them  to  identify  U.S.  products,  when  they  use  them,  if  that  helps 
expand  our  exports  to  Japan? 

Mr.  DuRBiN.  My  concern  is  that  you  are  dealing  with  a  multibil- 
lion  dollar  corporation  that  would  not  have  opened  its  first  restau- 
rant in  Germany  until  it  had  a  market  plan  and  did  extensive  sur- 
veys as  to  what  the  consumers  were  going  to  buy  there.  You  are 
not  talking  about  a  struggling  firm  that  needs  this  subsidy  from 
the  federal  government  in  order  to  sell  Egg  McMuffins. 

Mr.  ScHROETER.  It  is  not  a  subsidy  to  McDonald's.  The  MPP  is  a 
program  to  promote  an  identifiable  U.S.  product  through  a  U.S. 
private  firm,  in  this  case,  McDonalds.  If  they  are  not  going  to  buy 
U.S.,  they  are  going  to  buy  Taiwanese  potatoes,  or  Thailand  pota- 
toes or  something  else.  But  if  we  can  give  them  some  help  in  their 
promotional  activities,  and  as  a  result  of  that  they  in  turn  will 
source  U.S.,  then  I  think  there  is  a  gain  that  we  have  to  factor  into 
our  thinking. 

Mr.  DuRBiN.  Nice  try. 

Mr.  ScHROETER.  Thank  you,  Mr.  Chairman. 

Mr.  DuRBiN.  But  you  cannot  convince  me  on  that  one. 

Mr.  Pastor.  Mr.  Chairman,  would  you  yield  for  one  minute? 

Mr.  DuRBiN.  I  would  be  happy  to  yield. 

CRITERIA  FOR  DOMESTIC  PROCESSING  AND  U.S.  ORIGIN 

Mr.  Pastor.  Two  factors  to  consider  are  the  extent  to  which  the 
product  is  processed  in  the  U.S.  and  how  much  of  the  product  is  of 
U.S.  origin.  Take  the  example  of  the  McMuffin.  What  was  it,  an 
Egg  McMuffin? 

Ms.  DeLauro.  Egg  McMuffin. 

Mr.  Pastor.  Okay,  whatever  it  was. 

Mr.  DuRBiN.  Do  you  not  have  those  in  Arizona? 

Mr.  Pastor.  We  do  not  have  those  in  Arizona  yet,  but  we  have 
them  in  Germany.  We  have  them  in  Germany  now.  We  have  burro 
rancheros.  That  is  what  we  have.  [Laughter.] 

Now,  taking  the  McDonald  example,  how  were  those  criteria  ap- 
plied to  justify  the  subsidy? 

Mr.  Mackie.  Well,  Mr.  Pastor  that  particular  activity  that  you 
are  talking  about  would  be  a  part  of  a  larger  program  undertaken 
by  the  Poultry  and  Egg  Export  Council.  We  carried  out  over  2500 
specific  individual  activities  under  this  program  last  year. 

But  in  specific  response  that  particular  activity  would  act  as  a 
negative  in  terms  of  gaining  support  under  the  program  because 
the  processing  itself  would  have  taken  place  outside  of  the  United 
States,  and  the  chances  are  that  all  of  the  product  would  have  not 
been  U.S.  origin.  So  those  would  have  been  negative  factors  in 
terms  of  support  for  that  tj^e  of  activity. 

Mr.  Pastor.  But,  what  made  it  so  positive  that  you  said  we  are 
going  to  subsidize  it? 

Mr.  Mackie.  It  is  a  balance  of  how  the  activities  in  the  proposals 
weigh  against  those  criteria. 
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Mr.  DuRBiN.  Reclaiming  my  time  here,  and  I  want  to  make  it 
clear  that  your  statement  and  Mr.  Schroeter's  statement  will  also 
be  included  in  the  record.  But  in  order  to  clear  the  decks  for  your 
boss  and  our  friend,  the  Secretary,  let  us  proceed  with  the  ques- 
tions. I  think  it  probably  would  be  best  at  this  point. 

Mr.  Mackie.  That  is  fine. 

Mr.  DuRBiN.  Did  you  want  to  say  something  else? 

Mr.  ScHROETER.  Could  I  just  add  one  thing 

Mr.  DuRBiN.  Sure. 

Mr.  ScHROETER  [continuing].  To  what  Mr.  Mackie  said  in  regard 
to  your  question  about  the  GAO  testimony? 

Mr.  DuRBiN.  Sure. 

RAISIN  PROMOTION  IN  JAPAN 

Mr.  ScHROETER.  One  of  the  things  just  struck  my  attention  as 
GAO  was  testifying,  concerning  raisins  in  Japan,  where  we  have  85 
percent  market  share.  What  they  failed  to  say,  of  course,  that  we 
have  85  percent  market  share  in  the  face  of  subsidized  competition 
from  Greece,  competition  from  Australia,  South  Africa,  and  so 
forth,  and  the  fact  that  our  share  has  increased  and  the  market 
has  increased.  So  those  are  additional  factors  that  need  to  be  con- 
sidered when  you  talk  about  the  programs  that  we  run. 

NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

Mr.  DuRBiN.  What  role  does  FAS  play  in  relation  to  the  North 
American  Free  Trade  Agreement? 

Mr.  ScHROETER.  FAS  and  the  Office  of  the  Under  Secretary  for 
International  Affairs  and  Commodity  Programs  led  the  NAFTA  ag- 
riculture negotiations  reporting  to  the  Chief  U.S.  Negotiator,  Am- 
bassador Jules  Katz.  In  addition,  FAS  was  responsible  for  providing 
both  technical  and  policy-related  advice  to  negotiating  groups 
whose  mandates  covered  issues  of  importance  to  USDA.  FAS 
worked  with  other  USDA  offices,  with  USTR,  other  government 
agencies,  the  private  sector  and  the  Congress  to  formulate  negotiat- 
ing objectives  to  benefit  U.S.  agriculture.  Since  the  negotiations 
began,  FAS  has  devoted  many  staff  hours  to  informing  businesses, 
farmers  and  consumers  about  the  progress  and  expected  benefits  of 
the  NAFTA. 

FAS'  role  in  the  NAFTA  continues  as  we  discuss  side  agree- 
ments— on  labor,  the  environment  and  import  surges — and  certain 
technical  issues  of  importance  to  agriculture,  and  as  we  continue  to 
respond  to  inquiries  from  the  public.  Once  the  NAFTA  goes  into 
effect,  FAS  will  be  involved  in  implementing  the  provisions  for  ag- 
riculture. 

Mr.  DuRBiN.  What  are  the  latest  developments  with  respect  to 
GATT? 

Mr.  ScHROETER.  Following  the  November  20,  1992,  bilateral  un- 
derstanding— the  Blair  House  Accord — between  the  United  States 
and  the  EC  on  a  variety  of  outstanding  agriculture  issues,  negotia- 
tions under  the  Uruguay  Round  resumed  in  Geneva.  The  United 
States  and  the  EC  presented  the  elements  of  the  November  20  un- 
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derstanding,  which  entail  changes  in  the  GATT  Director-General's 
Draft  Final  Act,  for  approval  of  the  other  contracting  parties.  Addi- 
tionally, the  United  States  and  several  other  countries  submitted 
additional  proposals  for  changes  in  the  Draft  Final  Act.  A  number 
of  bilateral  and  multilateral  meetings  aimed  at  bringing  the  negoti- 
ations to  a  conclusion  by  the  January  15  date  proposed  by  former 
President  Bush,  UK  Prime  Minister  Major,  and  EC  President 
Delors  were  held  in  December  and  January,  but  a  final  agreement 
was  not  reached.  On  January  19,  GATT  Director-General  Dunkel 
convened  a  meeting  of  the  Uruguay  Round  Trade  Negotiations 
Committee  and  suspended  the  multilateral  talks  for  an  indefinite 
period. 

Mr.  DuRBiN.  What  upcoming  meetings  are  currently  scheduled 
and  what  is  the  agenda  for  those  meetings? 

Mr.  ScHROETER.  Currently  there  are  no  Uruguay  Round  meetings 
scheduled  at  the  GATT  in  Geneva. 

Mr.  DuRBiN.  What  role  does  FAS  play  in  connection  with  the 
GATT  negotiations? 

Mr.  ScHROETER.  The  Uruguay  Round  negotiations  have  been  a 
major  focus  in  FAS  efforts  to  expand  export  opportunities  for  U.S. 
agricultural  products.  FAS  provides  overall  coordination  for  USDA 
participation  in  the  negotiations  in  support  of  the  U.S.  Trade  Rep- 
resentative. This  has  involved  active  participation  in  all  phases  of 
the  negotiations,  including  representation  at  negotiating  sessions, 
preparation  of  briefing  papers  and  negotiating  positions  and  analy- 
ses of  country  positions. 

Mr.  DuRBiN.  The  Agricultural  Trade  Act  of  1978,  as  amended  by 
section  1531  of  the  1990  FACT  Act,  requires  you  to  increase  export 
promotion  programs  by  $1  billion  if  GATT  fails  during  fiscal  years 
1994  and  1995.  What  plans  have  you  made  with  respect  to  imple- 
menting this  provision  of  the  law  if  GATT,  in  fact,  fails? 

Mr.  ScHROETER.  The  Administration  and  the  Department  are 
analyzing  how  best  to  allocate  the  increase  in  export  promotion 
program  levels.  The  most  likely  avenues  of  allocating  the  increase 
would  be  through  the  Export  Enhancement  Program,  the  GSM 
export  credit  program,  the  Market  Promotion  Program,  or  a  combi- 
nation of  these  programs.  We  are  not  in  a  position  to  be  more  spe- 
cific at  this  time.  However,  it  is  important  to  point  out  that  the 
CCC  budget  estimates  for  both  FY  1994  and  1995  include  an  allow- 
ance of  $375  million  for  the  costs  of  complying  with  the  mandated 
increase  in  export  program  levels  once  a  decision  in  made. 

FORMER  SOVIET  UNION 

Mr.  DuRBiN.  What  is  the  current  situation  with  regard  to  the 
suspension  of  credit  guarantees  to  the  former  Soviet  Union? 

Mr.  ScHROETER.  The  GSM  program  for  Russia  remains  suspended 
due  to  missed  payments.  Prior  to  suspension,  $525  million  of  the 
$800  million  in  coverage  announced  for  Russia  in  fiscal  year  1993 
had  been  made  operational,  and  $414  million  of  sales  had  been  reg- 
istered. As  of  February  18,  Russia's  defaults  totaled  over  $330  mil- 
lion. As  a  result  of  these  defaults  and  the  lack  of  an  agreement  be- 
tween Russia  and  Ukraine  on  responsibility  of  FSU  debt,  Ukraine 
is  also  technically  in  default  and  USDA  has  not  made  operational 
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any  of  the  remaining  $130  million  of  Ukraine's  $200  million  fiscal 
1993  GSM-102  allocation.  The  Russians  have  told  USDA  that  pay- 
ment of  arrears  is  likely  only  after  a  Paris  Club  rescheduling  of  all 
FSU  debts.  USDA  is  uncertain  when  a  Paris  Club  rescheduling  will 
be  agreed  to  and  implemented. 

FSU  MARKET 

Mr.  DuRBiN.  How  large  a  market  is  the  former  Soviet  Union,  by 
country,  and  what  are  the  main  commodities  they  are  buying? 

Mr.  ScHROETER.  In  calendar  1992,  U.S.  agricultural  exports  to  the 
15  republics  of  the  former  Soviet  Union — including  the  Baltics — to- 
taled $2.2  billion.  Major  products  exported  included  wheat,  coarse 
grains,  soybean  meal,  dairy  products  and  soybean  oil.  The  Russian 
Federation  is  the  largest  purchaser,  followed  by  the  Ukraine.  Based 
on  partial  data,  these  two  entities  together  accounted  for  86  per- 
cent of  sales.  I  qualify  my  statement  with  "partial"  because  in  1992 
official  U.S.  trade  statistics  did  not  include  information  on  the  final 
republic  destination  of  shipments  for  all  transactions.  This  problem 
is  expected  to  be  resolved  in  1993.  For  the  record,  I  will  provide  a 
detailed  table  of  the  information  you  have  requested. 

[The  information  follows:] 

U.S.  AGRICULTURAL  EXPORTS  TO  THE  FORMER  SOVIET  UNION  BY  COUNTRY  AND  COMMODITY, 

JANUARY-DECEMBER  1992 


[In 

millions  of  dollars] 

Wheat 

Coarse 
grains 

Soybean 
meal 

Dairy 
products 

Soybean  oil 

Other 

Total 

Russian 

U.S.S.R.* 

447.5 

326.8 

269.8 
194.4 
119.8  .. 

163.6 
120.8 

100.5 
1.9 
0.1  . 

30.9 
25.3 

104.4 

78.9 

13.3 

6.6 

0.3 

26.0 

0.1 

1.2 

2.5 

2.4 

9.5 

u" 

1116.7 
748.1 

Ul(raine 

31.1 

42.0  ... 

17.1 

8.0 

ZZZ'Z 'sJ... 

11.7  ... 

164.3 

Uzbekistan 

48.6 

Estonia 

15.2  .. 

5.6 
11.2 

6.0 

0.0  . 

32.6 

Latvia 

5.2D0.0  ., 
13.8 
5.6 

7.2 

Lithuania 

0.2  . 
8.1  . 

6.6 

25.3 

Byelarus 

Armenia 

ol' 

20.9 
19.8 

Georgia 

14.1 

Kazakhstan 

9.5 

Tajikistan 

IVIoldova 

8.2  ... 

u". 

o'o"' 

0.0  . 

8.2 
8.1 

Turkmenistan 

0.0 

Azerbaijan 

Kyrgyzstan 

Total 

902.2 

629.0 

309.0 

117.6 

57.0 

227.5 

2242.3 

*  Transactions  which  were  reported  but  was  not  possible  to  determine  the  final  recipient  republic. 
0.0  Less  than  $50,000. 
...  None  at  all. 


PURCHASE  OF  VALUE  ADDED  PRODUCTS 

Mr.  DuRBiN.  To  what  extent  are  they  purchasing  value-added 
products? 

Mr.  ScHROETER.  U.S.  exports  of  high-value  products — comparable 
in  definition  to  value-added  products — totaled  $780  million  in  fiscal 
year  1992,  representing  30  percent  of  total  agricultural  products  to 
the  former  Soviet  Union — FSU.  Roughly  81  percent  of  these  high 
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value  exports  were  in  four  important  products — soybean  meal — 
$480  million,  dairy  products — $65  million,  and  soybean  oil— $43 
million,  and  poultry  meat — $41  million.  In  fact,  for  fiscal  year  1992, 
the  FSU  was  the  largest  U.S.  soybean  meal  market,  the  fourth 
largest  dairy  market,  the  sixth  largest  soybean  oil  market,  and  the 
sixth  largest  poultry  meat  market. 

Mr.  DuRBiN.  What  percent  of  the  U.S.  sales  to  the  former  Soviet 
Union  are  commercial  sales,  and  what  percent  are  government-in- 
volved sales? 

Mr.  ScHROETER.  Some  6  percent  of  the  $2.6  billion  in  U.S.  agricul- 
tural sales  to  the  former  Soviet  Union,  inclusive  of  the  Baltic 
States,  in  fiscal  year  1992  were  carried  out  on  a  commercial  sales 
basis  with  no  government  program  involvement.  Eighty-four  per- 
cent involved  programs  such  as  GSM- 102  or  the  Export  Enhance- 
ment Programs,  which  are  considered  commerical  transactions  by 
USDA.  The  remaining  10  percent  of  U.S.  exports  was  concessional 
aid,  including  commodities  made  available  under  P.L.  480,  Section 
416  and  Food  for  Progress. 

Mr.  DuRBiN.  What  is  the  total  quantity  of  commodities  sold  to 
the  former  Soviet  Union  under  the  EEP  program  during  calendar 
year  1992,  and  what  was  the  value  of  the  bonuses  paid  in  connec- 
tion with  those  sales?  You  might  list  those  sales  by  country. 

Mr.  ScHROETER.  I  will  provide  that  information  for  the  record. 

[The  information  follows:] 

EXPORT  ENHANCEMENT  PROGRAM 

[Awards  for  FSU  for  AGCY  1992  by  Commodity] 


Commodity  Quantity  UOM  Bonus  paid 


Feed  Grains 399,500  MT  $12,320,255.00 

Rice                                                                                         ....  55,000  MT  4,007,200.00 

Vegetable  Oil 30,310  MT  1,822,080.00 

Wheat 6,255,360  MT  200,615,020.55 

Total 6,740,170  218,764,555.55 


Mr.  DuRBiN.  What  role  has  the  General  Sales  Manager  played 
during  the  past  year  with  respect  to  the  sale  of  U.S.  commodities  to 
the  former  Soviet  Union? 

Mr.  SCHROETER.  Up  until  December  of  1992,  the  GSM-102  pro- 
gram was  the  primary  vehicle  for  sales  of  U.S.  commodities  to  the 
FSU.  As  a  result,  since  the  beginning  of  fiscal  year  1992  the  Gener- 
al Sales  Manager,  through  the  GSM-102  program,  has  been  direct- 
ly involved  with  the  sale  of  over  $3  billion  in  U.S.  agricultural  com- 
modities—$2.55  billion  in  fiscal  year  1992  and  $484  million  in  fiscal 
1993.  The  General  Sales  Manager  has  also  served  as  the  principal 
negotiator  in  obtaining  signed  protocol  agreements  and  Credit 
Guarantee  Assurance — CGA — documents  from  Russia  and 
Ukraine. 

people's  republic  of  china 

Mr.  DuRBiN.  What  have  been  our  sales  to  the  People's  Republic 
of  China  during  calendar  year  1992,  and  what  is  the  outlook  for 
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1993?  You  might  discuss  that  both  in  terms  of  commerical  sales 
and  government-involved  sales. 

Mr,  ScHROETER.  During  calendar  year  1992,  the  U.S.  sold  $544 
million  worth  of  agricultural  products  to  the  People's  Republic  of 
China.  However,  because  the  Department  only  forecasts  country- 
specific  exports  on  a  fiscal  year  basis,  I  will  use  the  1992  and  1993 
fiscal  year  figures  for  comparison.  In  fiscal  year  1992,  U.S.  exports 
of  agricultural  products  to  the  People's  Republic  of  China  rebound- 
ed slightly,  reaching  $690  million.  However,  the  outlook  for  fiscal 
year  1993  is  down  more  than  40  percent  to  $400  million  due  to  sub- 
stantial declines  in  our  exports  of  two  principal  bulk  commodities, 
wheat  and  cotton. 

All  of  the  sales  were  commercial  transactions,  and  of  the  total  25 
percent  involved  the  Export  Enhancement  Program.  China  is  not  a 
recipient  of  any  GSM  credit  guarantees. 

Mr.  DuRBiN.  Were  any  EEP  sales  made  to  China  during  calendar 
year  1992  and  what  bonuses  were  paid  on  those  sales? 

Mr.  ScHROETER.  I  will  supply  that  information  for  the  record. 

[The  information  follows:] 

EXPORT  ENHANCEMENT  PROGRAM 

[Awards  for  PRC  for  AGCY  1992  by  Commodity] 


Commodity 

Quantity 

UOM 

Bonus  paid 

Wheat 

1  998  075 

MT 

$79,930,716.25 

Total 

1,998,075 

79,930,716.25 

EXPORT  ENHANCEMENT  PROGRAM 


Mr.  DuRBiN.  Please  provide  for  the  record  a  table  showing  the 
total  value  of  bonuses  paid  by  exporter  under  the  Export  Enhance- 
ment Program  since  the  inception  of  the  program. 

Mr.  ScHROETER.  The  table  will  be  provided  for  the  record. 

[The  information  follows:] 
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Mr.  DuRBiN.  Last  year,  you  testified  that  in  paying  the  bonuses 
on  these  sales,  you  pay  no  attention  to  whether  the  exporter  is  a 
foreign-owned  company  or  a  U.S.  company.  Has  any  change  in 
poUcy  occurred  since  you  testified  before  the  Committee  at  this 
time  last  year. 

Mr.  ScHROETER.  We  have  not  made  any  change  in  policy  relative 
to  this  issue.  The  basic  purpose  of  EEP  remains  the  export  of  U.S. 
agricultural  commodities  to  targeted  countries  in  the  most  cost-ef- 
fective manner  possible.  Participation  by  foreign-owned  companies 
serves  this  objective  by  increasing  the  amount  of  competition  be- 
tween exporters. 

BONUSES  BY  COUNTRY 

Mr.  DuRBiN.  Please  provide  for  the  record  a  table  which  shows 
the  total  bonuses,  by  country,  for  calendar  year  1992. 
[The  information  follows:] 
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EXPORT  ENHANCEMENT  PROGRAM 
Awards  for  Calendar  Year  1992  by  Country 


COUNTRY 

CY 

BONUS  PAID 

Algeria 

1992 

$85,094,971.50 

Bangladesh 

1992 

$14,741,843.70 

Brazil 

1992 

$4,773,657.03 

Caribbecua  Countries 

1992 

$1,626,000.00 

Central  American  Cou 

1992 

$530,000.00 

China 

1992 

$79,930,716.25 

Cyprus 

1992 

$4,551,205.00 

East  European  Count r 

1992 

$6,239,959.00 

Egypt 

1992 

$1.SX,49'3,600.00 

Gulf  Countries 

1992 

$2,871,654.27 

Hong  Kong 

1992 

$5,795,090.23 

India 

1992 

$32,868,976.00 

Israel 

1992 

$8,253,453.60 

Japem 

1992 

$209,679.45 

Jordan 

1992 

$14,928,792.50 

Kuwait 

1992 

$917,000.00 

Lebemon 

1992 

$1,823,619.00 

Malta 

1992 

$1,403,040.00 

Mexico 

1992 

$1,780,241.28 

Morocco 

1992 

$49,650,620.25 

Near  East  Countries 

1992 

$3,233,394.92 

Norway 

1992 

$5,021,167.50 

PeUcistan 

1992 

$27,346,146.40 

Poland 

1992 

$3,477,000.00 

Saudi  Arabia 

1992 

$20,045,780.00 

Singapore 

1992 

$897,950.00 

South  Africa 

1992 

$11,914,998.80 

Sri  Lemka 

1992 

$15,224,207.50 

Sub-Sediaran  Afr.  Cou 

1992 

$3,912,908.42 

Sub-SeQiaran  Africa 

1992 

$34,267,848.02 

The  Dominican  Republ 

1992 

$277,550.00 

The  Philippines 

1992 

$35,173,054.60 

The  Republic  of  Yeme 

1992 

$40,229,819.60 

The  former  Soviet  Un 

1992 

$218,764,555.55 

Trinidad  euid  Tobago 

1992 

$3,200,138.00 

Tunisia 

1992 

$12,397,412.50 

Turkey 

1992 

$13,462,493.20 

Venezuela 

1992 

$13,008,795.00 

Total : 

$ 

931,345,339.06 
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EXPORT  ENHANCEMENT  PROGRAM  CHANGES 

Mr.  DuRBiN.  Would  you  please  describe  for  the  Committee  any 
changes  you  have  made  in  the  EEP  since  you  appeared  before  the 
Committee  last  year? 

Mr.  ScHROETER.  Several  changes  have  been  made  in  the  oper- 
ation of  the  EEP  in  fiscal  year  1992  to  reduce  the  administrative 
burden  and  cost  to  exporters  participating  in  the  program  while 
still  protecting  program  integrity.  First  of  all,  the  rate  of  liquidated 
damages  was  changed  from  55  percent  of  the  bonus  value  to  10  per- 
cent of  the  sales  price.  Second,  a  grace  period  mechanism  was  es- 
tablished that  allows  shipment  to  occur  within  a  grace  period  and 
eliminates  the  need  for  exporters  to  seek  Agreement  amendments. 
Third,  the  performance  security  requirement  for  pajnnent  of  the 
CCC  bonus  on  presentation  of  export  documentation  was  reduced. 
In  addition,  to  facilitate  barter  trade  with  the  former  Soviet  Union, 
sales  to  third-country  buyers  for  commodities  destined  to  the 
former  Soviet  Union  are  now  authorized  under  the  EEP. 

To  speed  the  process  to  review  and  renew  initiatives  so  that  a 
more  certain  and  stable  marketing  environment  can  be  provided 
for  U.S.  producers,  exporters,  and  foreign  importers,  USDA  began 
announcing  EEP  initiatives  in  multi-country  packages  in  fiscal 
year  1992. 

EXPORT  INCENTIVE  PROGRAM 

Mr.  DuRBiN.  Please  provide  for  the  record  a  list  of  the  private 
companies  with  which  you  had  contractual  relations  for  the  promo- 
tion of  brand  name  food  items  during  calendar  year  1992. 

[The  information  follows:] 

Agripac,  Inc.  The  DiMare  Company 

Del  Monte  Corporation  Dole  Dried  Fruit  and  Nut  Co. 

Dole  Fresh  Fruit  Company  Fleming  Companies,  Inc. 

Escalon  Packers,  Inc.  Horizon  Marketing 

Hansa-Pacific  Hunt- Wesson  Inc. 

Hughson  Nut  Marketing,  Inc.  International  American  Supermarkets 

Interfrost,  Inc.  Corp. 

LoBue  Brothers  Norpac  Foods,  Inc. 

Northwest  Packing  Co./San  Benito  Foods   Ocean  Spray  Cranberries,  Inc. 

The  Pillsbury  Company  Sequoia  Enterprises,  Inc. 

S&W  Fine  Foods,  Inc.  Sunkist  Growers,  Inc. 

Sun  World,  Inc.  Triad  Group 

Tri  Valley  Growers  Welch's 

Blue  Diamond  Growers 

DIFFERENCE  BETWEEN  EIP  AND  MPP 

Mr.  DuRBiN.  Please  describe  for  the  record  the  difference  be- 
tween the  Export  Incentive  Program  and  the  Market  Promotion 
Program. 

Mr.  ScHROETER.  I  wiU  provide  for  the  record  a  comparison  of  the 
Export  Incentive  Program — EIP — and  the  Market  Promotion  Pro- 
gram—MPP.  The  Interim  Rule  for  MPP,  signed  May  15,  1991,  and 
published  in  the  Federal  Register  on  August  16,  1991,  provides  in- 
sight on  this  issue. 

[The  information  follows:] 

Section  203  of  the  Agricultural  Trade  Act  of  1978,  as  amended,  directs  the  Com- 
modity Credit  Corporation — CCC — to  carry  out  a  program  to  encourage  the  develop- 
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ment,  maintenance  and  expansion  of  commercial  export  markets  for  agricultural 
commodities  through  cost-share  assistance  to  eligible  trade  organizations.  This  pro- 
gram is  designated  the  Market  Promotion  Program.  As  authorized  by  Congress,  the 
CCC  implements  the  MPP  through  two  basic  types  of  agreements:  MPP  Agreements 
and  EIP/MPP  Agreements. 

An  EIP/MPP  agreement  is  established  when  CCC  determines  that  such  an  agree- 
ment would  contribute  to  the  development,  expansion,  or  maintenance  of  U.S.  agri- 
cultural exports;  there  is  sufficient  industry  need  for  a  brand  promotion  program; 
and  there  is  no  other  U.S.  agricultural  trade  organization  or  State-related  organiza- 
tion capable  of  or  interested  in  undertaking  the  brand  promotion.  CCC  enters  into 
EIP/MPP  agreements  only  with  U.S.  commercial  entities  which  either  own  the 
brand(s)  of  the  products(s)  to  be  promoted  or  have  sole  agency  agreements  for  such 
brand(s). 

In  contrast,  MPP  agreements,  which  are  entered  into  with  trade  promotion  asso- 
ciations and  State  regional  groups,  are  not  limited  in  the  scope  of  agricultural  prod- 
ucts promoted  and,  therefore,  promotions  may  be  conducted  on  a  generic-  or  brand- 
identified  basis.  Generally,  the  brand  promotions  are  undertaken  by  private  firms 
which  have  entered  agreements  with  the  agricultural  trade  organizations  or  State 
regional  organizations.  Historically,  two-thirds  of  MPP  funds  have  been  used  to  pro- 
mote agricultural  commodities  and  products  of  a  generic  basis. 

GSM-102  AND  -103 

Mr.  DuRBiN.  Please  provide  for  the  record  a  table  showing  a  list 
of  the  countries  that  received  GSM-102  guarantees  during  calendar 
year  1992,  including  what  commodities  were  sold. 

Mr.  ScHROETER.  We  will  be  happy  to  provide  that  information. 
Since  the  program  is  operated  on  a  fiscal  year  basis  I  believe  it 
would  be  most  helpful  to  provide  the  data  on  a  fiscal  year  basis. 

[The  information  follows:] 
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STATUS  REPORT  ON  CCC'S  COMMERCIAL  EXPORT  CREDIT  PROGRAMS  FY  1992        Data  Ptinted: 
ANNOUNCED  AND  REGISTERED  AMOUNTS  WITH  A  BALANCE  TO  BE  USED  (FINALJ  03/31/93 

(MILUON  DOLLARS) 


COUNTRY 


COMMODITY 


QSM-  102 

ANNOUNCED       REGISTERED 


BALANCE 


Algeria 
Algarta 
Algeria 
Algeria 
Algeria 
Algeria 
Algeria 
Algeria 
Algeria 
Algarta 
Algeria 
Algeria 


Cotton 

Daily  Products 

Feed  Grains 

Planting  Seeds 

Protein  Meals 

Pulses 

Rice 

TaKow 

VeaOO 


Wood  Products 
Wood  Pulp 


1.90 
97.00 
99.20 
16.00 
55.30 
11.30 
8.70 
14.G5 
8225 
142.30 
17.50 
ia90 


1.90 
97.00 
98.40 
16.00 
53.50 
it  ^ 

xi./it 
13.90 
80.22 
141.00 
17.50 
13.90 


0.80 
1.80 


0.75 
203 
1.30 


-gm 


Alfletta 


SUB-TOTAL 


S60.00 


553.32 


Angola 
Angola 
Angola 
Angola 


Meat,  Frozen  Pouttiy 

Tallow 

Whe« 

Wheal  Flour 


4.60 
0.50 
2» 


4.40 


0.20 
0.50 
Z30 
£60 


1       Angola 

SUB-TOTAL 

10.00 

4.40 

S.60I 

Botswana 

VWlMI 

5.00 

— 

&m 

1        Botswana 

SUB-TOTAL 

S.OT 



5.001 

ChHe 
Chile 

Cooon 
Wheal 

ZVO 
3.00 

— 

200 
3.00 

1        Chile 

SUB-TOTAL 

SM 

— — 

5.001 

Colombia 
Colombia 
Colombia 
Colombia 
Colombia 
Colombia 
Colombia 
Colombia 
Colombia 
Colombia 
Colombia 
Colombia 


Cotton 

Feed  Grains 

FnM,  Fresh 

MIk,  Non-fat  Dry 

Oflseeds 

Poultry  Breeder  Stock 

Pulses 

Rice 

Talow/Graaaea 

UndeHgntfed 

Veg.Oa 

Whe« 


18.70 
5.50 
1.00 
1.00 
2.00 
0.20 
1.00 
3.00 
6.00 
1.10 
0.50 

20.00 


5.60 
0.60 


1.60 


3.00 
3.20 


13.10 
4.90 
1.00 
1.00 
0.40 
0.20 
1.00 

280 

1.10 

0.50 

20.00 


Colombia 


SUB-TOTAL 


60.00 


14.00 


46.001 


CzechoskjvaMa 
Czechoslovakia 
Czeclx>sk>vakia 
Czechoslovakia 
Czechoslovakia 


ProMn  Meals 


Rica 
UnMocatsd 


0.50 
5.00 
1.00 
5.50 
8.00 


ZOO 


0.50 
5.00 
1.00 
3.50 
8.00 


Citechosiovakia 


SUB-TOTAL. 


20JW 


_ZM_ 


18.001 


Ecuador 
Ecuador 
Ecuador 


Anhnil  Mtt  Replacer 
Cooon 


0.50 
1.00 
1.00 


0.60 


0.50 
0.40 
1.00 
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STATUS  REPORT  ON  CCC'S  COMMERCIAL  EXPORT  CREDIT  PROGRAMS  FY  1992 
ANNOUNCED  AND  REGISTERED  AMOUNTS  WITH  A  BALANCE  TO  BE  USED  (FINAL) 

(MILLION  DOLLARS) 


Date  Printed: 
03/31/93 


COUNTRY 


COMMODITY 


GSM  -  1  02 
ANNOUNCED       REGISTERED 


BALANCE 


Ecuador 
Ecuador 
Ecuador 
Ecuador 
Ecuador 
Ecuador 
Ecuador 
Ecuador 
Ecuador 


Milk,  Non-lat  Dry 

Oilseeds 

Planting  Seeds 

Protein  Meals 

Pulses 

Tallow/Greases 

Veg.  Oil 

Wheat 

Wood  Products 


1.00 
1.00 
0.50 
1.00 
1.00 
7.00 
S.00 
17.00 
1.00 


0.50 


n.ir) 


0.50 
1.00 
0.50 
1.00 
1.00 
6.90 
5.00 
17.00 
1.00 


I        Ecuador 

SUB -TOTAL 

37.00 

1.20 

35.801 

Egypt 
Egypt 

Feed  Grains 
Wheal  Flour 

20.00 
20.00 

14.10 
7.80 

5.90 

12.20 

11/    Egypt 

SUB-TOTAL 

40.00 

21.90 

18.101 

El  Salvador 
El  Salvador 
El  Salvador 
El  Salvador 


Poultry  Breeder  Stock 
Protein  Meals 
Tallow/Greases 
Vag.  Oil 


1.00 
5.00 
9.00 
5.00 


0.70 


1.00 
5.00 
8.30 
5.00 


El  Salvadof 


SUB-TOTAL 


20.00 


0.70 


19.301 


Ghana 
Ghana 
Ghana 
Ghana 
Ghana 
Ghana 


Feed  Grains 
Protein  Meals 
Rice 

Tallow/Greases 
Undesignated 
Veg.  Oil 


2.50 
0.50 
2.30 
1.00 
0.20 
1.00 


1.40 
0.30 
1.30 


0.60 


1.10 
0.20 
1.00 
1.00 
0.20 
0.40 


Ghana 


SUB -TOTAL 


7.50 


3.60 


3l90| 


Grenada 
Grenada 
Grenada 
Grenada 


Feed  Grains 
Breeder  Livestock 
Meat,  Frozen  and/or  Chilled 
Protein  Meals 


0.50 
0.30 
0.30 
0.20 


0.20 


0.50 
0.10 
0.30 
0.20 


1 1/    Grenada 


SUB-TOTAL 


1.30 


0.20 


1:101 


Guatemala 
Guatemala 
Guatemala 
Guatemala 
Guatemala 
Quatsmala 


Feed  Grains 

Poultry  Breeder  Stock 

Protein  Meals 

Rice 

Tallow/Greases 

Wheat/Wheat  Flour 


7.00 
1.00 
5.00 
1.00 
8.00 
8.00 


Z40 
0.90 


7.00 
1.00 
5.00 
1.00 
5.60 
7.10 


1        Quatamala 

SUB -TOTAL 

30.00 

3.30 

26.701 

Hungary 

Cotton 

10.00 

2.60 

7.40 

1       Hunoaiv     .-<      r  - 

•.'                       SUB-TOTAL             M 

'■SS^:...-       10.00 

2.60 

7r40| 

Indonesia 

Soybeans 

15.00 

14.60  - 

0.40 

1        IndonMia 

SUB-TOTAL 

15.00 

14.80 

0.401 
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COUNTRY 


coMMOomr 


QSM-  102 
ANNOUNCED       REGISTERED 


BALANCE 


Kenya 


Feed  Grains 


10.00 


10.00 


Kahy 


SUB-TOTAL 


10J0 


10.00 


Korea 
Korea 
Korea 
Korea 
Korea 
Korea 
Korea 


Cotton 

Fead  Grains 

HIdss  and  SMns 

Onaaeds 

TaUow/Greaaas 

Whsat 

wood  Products 


200.00 

65.00 

20.00 

45.00 

8.00 

155.00 

7.00 


195.40 

62.10 

7.80 

44.90 

6.10 

155.00 

6.90 


4.60 

2.90 

12.20 

aio 

1.90 

aio 


Koraa 


SUB-TOTAL 


SOO.00;; 


47S.3lt 


Mexico 
Mexico 
Mexico 
Mexico 
Mexico 
Mexico 
Mexico 
Mexico 


Mexico 

Mexico 
Mexico 
Mexico 
Mexico 
Mexico 
Mexico 
Mexico 


Bailey  Malt 

Com 

Com  Products 

Cotton 

Feed  Grains 

Hides  and  Skins 

Msal,  Frozen  and/or  Chilled 

OHaaeds 

Planting  Seeds 

Protein  Meais 

Pulses 

Rica 

TatHeEggs 

TsUow/Greases 

veg.  oa 

Wheat 

Wood  Products 

Wood  PulpWood  Chlpa 


8.80 
71.20 

1.20 

20.30 

430.90 

1.50 

50.10 

454.70 

0.40 
100.00 

0.70 
22.40 

4.00 
19.50 
30.00 
51.60 
32.80 
49.90 


8.80 

71.20 

1.20 

20.30 

395.70 

1.50 

50.10 

454.70 

0.40 
100.00 

0.70 
22.40 

4.00 
19.50 
24.10 
51.60 
32.80 
49.80 


3s.ao 


&90 


0.10 


Mexico 


SUB-TOTAL 


1,350.00 


1.308.80 


41.201 


21 
2/ 
3/ 


Morocco 
Morocco 
Morocco 


Cotton 

Planting  Seeds 
Rica 


8.00 
1.00 
2.00 


8.00 
1.00 
2M 


MOIDCCO- 


SUB-TOTAL 


:!» 


H>^»-  itawfl 


Namibia 


Whaat/Whaat  Flour 

SUB-TOTAL 


2.50 


2.50 


Namibia 


2jsa 


2J50] 


Fauatm 


sub-totmT 


250.00 


250.00 


250.00 


Panama 
Panama 


Whaa 
WoodProducis 


200 

1.00 


0.50 


1J0 
1.00 


SUB-TOTWE 


3.00; 


K50 


"ga»l 


5.00 
10.00 


5.00 
1&00 
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STATUS  REPORT  ON  CCC'S  COMMERCIAL  EXPORT  CREDIT  PROGRAMS  FY  1992 

Date  Printed: 

ANNOUNCED  AND  REGISTERED  AMOUNTS  WITH  A  BALANCE  TO  BE  USED  (FINAL) 

03/31/93 

(MILLION  DOLLARS) 

GSM 

-  1  02 

COUNTRY 

COMMODITY 

ANNOUNCED 

REGISTERED 

BALANCE 

Phlllpplnas 

SUB -TOTAL 

20.00 

— 

20.00 

Romania 

Cotton 

10.00 

10.00 

__ 

Romania 

Oilseeds 

29.00 

28.60 

0.40 

Romania 

Protein  Meals 

11.00 

11.00 

— ~ 

1 

I 

Homania 

SUB-iO-i^. 

50.00 

49.60 

C,<  .i 

Russia 

Feed  Grains 

223.03 

222.52 

0.51 

Russia 

Protein  Meals 

12S.41 

125.09 

0.32 

Russia 

Tallow 

28.25 

28.25 

— 

Russia 

Veg.  on 

17.25 

17.25 

— 

Russia 

Wheat/Wheat  Flour 

250.71 

250.71 

""^ 

] 

\*l 

Russia 

SUB-TOTAL 

644.65 

643.82 

0.83 

Senegal 

Dairy  Products 

1.00 

0.60 

j.« 

Sensgal 

Rice 

19.00 

15.00 

4.00 

1 

1 

Sanegal 

SUB-TOTAL 

20.00 

15.60 

4.40 

South  Africa 

Feed  Grains 

5.00 

__ 

5.00 

South  Afrtca 

Wheat 

25.00 

~~ 

25.00 

1 

South  Africa 

,,;,:,,                   SUB-TOTAliSJi-isM- 

30.00 

■  :  -.>;!;-: 

;:ia3»*-:,,- 

Fomier  Soviet  Union 

Almonds 

4.89 

4.89 

__ 

Fomiar  Soviet  Union 

Feed  Grains 

498.81 

498.81 

— 

Fonner  Soviet  Union 

Hops 

5.17 

5.17 

— 

Fonnef  Soviet  Union 

Meat,  Frozen  Poultry 

17.98 

17.98 

— 

Fomier  Soviet  Union 

Protein  Meals 

310.16 

310.10 

0.06 

Fomier  Soviet  Union 

Rice 

7.99 

7.96 

0.03 

Former  Soviet  Union 

Soybeans 

122.80 

122.30 

0.50 

Former  Soviet  Union 

Veg.  Oil 

56.90 

56.77 

0.13 

Former  Soviet  Union 

Wheat/Wheat  Flour 

810.30 

807.96 

Z34 

|v 

Fonner  Soviet  Union 

SUB-TOTAL 

1,835.00 

1.831.94 

3.06) 

Sri  Lanka 

Wheat/Wheat  Flour 

35.00 

26.80 

8.20 

r 

Sri  Lanka 

SUB -TOTAL 

35.00 

26.80 

«;20| 

Trinidad  and  Tobago 

Feed  Grains 

11.40 

11.20 

0.20 

Trinidad  and  Tobago 

Oilseeds 

27.50 

19.30 

8.20 

Trinidad  and  Tobago 

Rice 

8.70 

4.30 

4.40 

Trinidad  and  Tobago 

Wheat 

1^40 

11.60 

O80 

c: 

Trinidad  and  Tobago 

SUB-TOTAL 

60.00 

46.40 

13.601 

21 

Tunisia 

1.00 

__ 

1.00 

31 

Tunisia 

Veg.  Oil 

26.50 

26.40 

0.10 

21 

TunMa 

Wheat 

17.00 

— — 

17.00 

21 

Tunisia 

Wood  Products 

3.00 

•~ 

3.00 

r 

Tunisia 

SUB-TOTAL 

47.50 

26.40 

21.101 

21      Turkey 


Cotton 


10.00 


9.20 


0.80 
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STATUS  REPORT  ON  CCC'S  COMMERCIAL  EXPORT  CREDIT  PROGRAMS  FY  1992 
ANNOUNCED  AND  REGISTERED  AMOUNTS  WITH  A  BALANCE  TO  BE  USED  (FINAL) 

(MILUON  DOLLARS) 


Data  Printed: 
03/31/93 


COUNTRY 


COMMODITY 


GSM-  102 

ANNOUNCED       REGISTERED 


BALANCE 


6/  Turkey 

21  Turkey 

2/  Turkey 

6/  Turkey 

2/  Turkey 

c/  :;:.->  .y 


Feed  Grains 
Feed  Grains 
Oilseeds 
Protein  Meals 
Protein  Meals 
Undesignated 


3S.0O 
6.00 
1.50 
7.00 

^so 

3.00 


11.30 
3.40 
1.00 
3.40 
1.30 


23.70 
2.60 
0.S0 
3.60 
1.20 
3.00 


Turkey 


SUB-TOTAL 


65.00 


29.60 


as^oi 


Ukraine 
Ukraine 
Ukraine 


Feed  Grains 

Rica 

Wlwai 


39.15 

5.05 

65.80 


38.57 

4.96 

6S.49 


0.58 
0.09 
0.31 


17/    Ukfaliie 


SUB-TOTAL 


110.00 


109.02 


0.981 


Venezuela 
Venezuela 
Venezuela 
Venezuela 
Venezuela 
Venezuela 
Venezuela 
Venezuela 


Bailey  Malt 

Feed  Grains 

Meat,  Frozen  and/or  Chilled 

Oilseeds 

Protein  Meals 

Talkiw/Qreases 

Wheat 

Wood  Products 


3.00 
33.00 

3.00 
38.00 
28.00 

200 
52.00 

1.00 


6.50 

23.20 

24.60 

0.70 

42.40 


3.00 
26.50 
3.00 
14.80 
3.40 
1.30 
9.60 
1.00 


1       Venezuela 

SUB-TOTAL 

160.00 

97.40 

62.601 

Yemen 

Wheat/Wheat  Flour 

30.00 

30.00 

— 

1        Yemen 

SUB-TOTAL 

30.00 

30.00 

—  1 

Zimbabwe 

FeedGrdns 

20.00 

19.70 

0.30 

\        Zimbabwe 

SUB -TOTAL 

20.00 

19.70 

0.301 

GRAND  TOTAL 


6.074.45 


5.595.60 


1/  GSM- 102  -  Available  onl '  on  sn><i  to  the  private  sector. 

2/  GSM-102  -  Availablef.  .  ^;  .' ':   "-> purchases. 

3/  GSM- 102  -  Available  for  public  seC'Or  purchases. 

4/  GSM-102  -  Includes  $74  5  million  of  freight  coverage. 

5/  GSM-102  -  Includes  $200.0  million  Oi'  freight  coverage. 

61  GSM- 102  -  Available  only  on  sales  to  Toprak  Mahsutleri  Oflsl  (TMO)  and  Yem  Sanayil  (TiV.S.). 

71  GSM- 102  -  Includes  $13.2  million  of  freight  coverage. 


478.851 


FA&EC:rAO:Tiala  C  YouvCAIZJRATOSHAVREO.n.vU 
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Mr.  DuRBiN.  Please  provide  a  table  for  the  record  showing  the 
list  of  the  countries  that  received  GSM-103  guarantees  during  cal- 
endar year  1992,  showing  the  amount  of  the  guarantee  and 
what  commodities  were  sold. 

Mr.  ScHROETER.  We  will  provide  that  data  on  a  basis  similar  to 
GSM-102. 

[The  information  follows:] 
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CCCeO>ORTCHH3rTGUAB*NTffiPnOGnAM  GSM-103,    FY    1992 
COUNmr  BY  COMMCXXTY 

(MBon  Oolaia) 


cou^^W(' 

COMMODOY 

GSM-103 
ANNOUNCH)    REGISTBOBALANCE 

Algana 
Algaria 

Aigantina 
A/ganHna 

JoiCMni 
Jordan 

Jordan 

Maidoo 

Maidee 

Moneee 
Morocco 

Meiocco 

Panana 
Panana 
Panama 
Panama 

Panama 

SriUnka 

Sri  Lanka 

TrinMad  and  Tobago 

Trinidad  and  Tobago 

Tuni^ 
Tuniaia 
Tuniaia 
Tuniaia 
Tuniaia 
Tuniaia 
Tuniaja 
Tuniaia 
Tuniaia 
Tuniaia 

Tuniaia 

Yaman 
Yaman 

F.«lQ>an. 

4000 

27  JO 

^2.i6 

SUB-TOTAL 
BiaadafUvaataek 

4000 
2SO 

Z7J0 
OJOO 

12.70 

2jao 

SUB-TOT'AL 

FaadOraina 

nea 

Whaat 

ZjOO 

SjOO 

-■■jOO 
lOOO 

oxn 
ooo 

OjOO 
&10 

2jao 

SJOO 
SjOO 
3J90 

SUB-TOTAL 
BnadarUwalack 

art  Ml 

ion 

&10 
4J0 

i&ao 

SlTO 

SUB-TOTAL 
FaadOraina 

lOOO 

aojoo 

SOuOO 

4J0 

i&ao 

i70 

1&20 
43J0 

SUB-TOTAL 

BariayMaB 
FaadOiafeia 

liB 

IjOO 
4X» 

IOlIO 

oco 

2.40 

ooo 

SI  JO 

IJOO 
1.00 
\JO0 
3.10 

SUB-TOTAL 

lOuOO 
ISJX) 

X30 

r^n^ 

&7D 
ISjOO 

SUB-TOTAL 
BraadarUnaloek 

xssa 
zoo 

OJOO 
1.10 

ISjOO 
OJO 

SUB-TOTAL 

Dairy  PRMfadi 

PaadOraina 

FaadOraina 

Meat.  Fnaan  andtor  Oiled 

Planting  SaMla 

f  ' 

TmaN.;. 
Vag.Og 
Whaat 

zjoa 

3L0O 

isa> 

1JD0 
IjOO 

as 

059 
OSO 
OjOO 

lajoo 

1.10 

oxn 

IIJO 
9fir^ 

duDU 
OlOO 
11.50 

OSO 
SjOO 

4jao 

lilO 
IJQO 

atso 

OSO 
OSO 
QjOO 

4JS0 

SUB-TOTAL 

4Sl00 
SjOO 

TZJBO 
SJOO 

2220 

OJOO 

SUB-TOTAL 

SiX) 

iJOO 

OjQO 

GRAND  TOTAL 

229.00 

68.00 

141.00 
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Mr.  DuRBiN.  Your  regulations  require  that  commodities  sold 
under  the  GSM-102  and  -103  programs  should  be  restricted  to  agri- 
cultural commodities  or  products  entirely  produced  in  the  United 
States.  How  do  you  go  about  enforcing  this  provision? 

Mr.  ScHROETER.  Exporters  participating  in  the  GSM  programs 
are  required  to  certify  to  CCC  that  the  commodity  exported  meets 
the  definition  of  a  U.S.  agricultural  commodity.  This  certification  is 
obtained  at  the  time  of  application  for  a  pajnnent  guarantee  and 
again  when  the  evidence  of  export  report  is  filed.  Further,  export- 
ers are  required  to  maintain  and  grant  access  by  USDA  officials  to 
their  records  of  sales  and  inventories.  FAS's  Compliance  Review 
Staff  samples  approximately  10  percent  of  GSM-102/ 103  payment 
guarantees  issued  annually  by  CCC  and,  among  other  checks,  de- 
termines compliance  with  the  U.S.  content  provisions  of  the  pro- 
gram. If  evidence  is  found  that  foreign  commodities  were  included 
in  an  export  transaction,  CCC  may  hold  that  exporter  liable  for 
any  amounts  attributed  to  the  foreign  content  which  are  paid  by 
CCC  in  the  event  of  a  claim.  CCC  may  also  suspend  or  debar  an 
exporter  from  participation  in  the  GSM-102/ 103  and  other  CCC 
programs  for  shipping  foreign  commodities  under  CCC  programs. 

Mr.  DuRBiN.  During  calendar  year  1992,  have  you  had  any  cases 
where  exporters  falsely  certified  that  the  commodities  they  were 
selling  were  not  entirely  of  U.S.  origin? 

Mr.  ScHROETER.  Yes.  In  calendar  year  1992,  FAS's  Compliance 
Review  Staff  identified  one  case  where  an  exporter  had  falsely  cer- 
tified that  the  commodities  exported  were  entirely  of  U.S.  origin. 
This  GSM-102  sale  was  made  in  1991  and  involved  the  export  of 
cattle  hides  to  Mexico.  FAS  was  able  to  document  that  the  export 
shipment  contained  13  percent  Canadian  origin  hides  valued  at 
$25,258.55.  We  notified  the  exporter  that  CCC  would  hold  them 
liable  and  we  obtained  a  standby  letter  of  credit  for  the  full  value 
of  the  foreign  hides  included  in  the  shipment.  This  standby  letter 
of  credit  protects  CCC  if  a  default  occurs  under  the  payment  guar- 
antee. The  standby  letter  of  credit  will  be  maintained  by  the  ex- 
porter until  the  pa5mient  guarantee  expires.  CCC  has  reserved  the 
right  to  take  further  administrative  action  against  the  exporter. 

No  other  cases  were  identified  where  CCC  could  establish  that 
foreign  commodities  were  exported  and  that  false  statements  were 
made  under  the  program. 

Mr.  DuRBiN.  You  have  testified  in  the  past  that  there  is  only 
minimal  demand  for  the  GSM-102  program  because  domestic  infla- 
tion rates  make  it  very  risky  for  banks  or  importers  to  borrow  in 
dollars  for  a  period  of  several  years  because  they  have  little  idea  of 
what  dollars  may  cost  in  local  currency  toward  the  end  of  the 
credit  period.  There  has  been  some  discussion  that  this  would  be  an 
appropriate  program  for  the  countries  of  the  former  Soviet  Union 
to  help  them  past  their  current  credit  crunch.  Because  of  their  do- 
mestic inflation  rates,  would  it  not  make  this  program  highly  risky 
for  U.S.  banks  and,  therefore,  the  U.S.  government? 

Mr.  ScHROETER.  Clearly,  the  domestic  inflation  rate  in  any  given 
foreign  country  is  one  among  several  factors  which  must  be  includ- 
ed in  the  assessment  of  to  CCC  in  providing  GSM-102  program  cov- 
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erage  on  sales  to  that  country.  However,  such  countries  must  be 
evaluated  on  a  case-by-case  basis  since  other  factors  also  bear  on 
credit-worthiness  and  ability  to  service  hard-currency  debt.  For  ex- 
ample, a  country  with  substantial  foreign  exchange  reserves,  or 
with  a  good  potential  to  export  products  for  hard  currency,  might 
be  credit-worthy  in  spite  of  the  fact  that  domestic  prices  are  rising 
rapidly.  These  and  other  factors  must  be  looked  at  individually 
with  respect  to  the  independent  states  of  the  former  Soviet  Union. 

EMERGING  DEMOCRACIES 

Mr.  DuRBiN.  Two  hundred  million  dollars  per  year  is  earmarked 
for  emerging  democracies  under  the  law.  For  fiscal  years  1991, 
1992,  and  to  date  for  1993,  please  list  the  countries  gmd  the  guaran- 
tees involved.  In  providing  this  information  for  the  record,  you 
might  separately  identify  the  guarantees,  by  country,  to  the  coun- 
tries of  the  former  Soviet  Union. 

Mr.  ScHROETER.  For  fiscal  1991-93  we  have  far  exceeded  our 
target  of  making  $200  million  in  GSM-102/103  credit  guarantees 
available  to  emerging  democracies.  We  will  provide  a  table  showing 
the  dollar  amounts  announced  under  these  credit  guarantee  pro- 
grams for  emerging  democracies,  by  country,  for  fiscal  1991-93. 

[The  information  follows:] 

CCC  CREDIT  GUARANTEES  TO  EMERGING  DEMOCRACIES 

[Guarantees  announced,  In  millions  of  dollars] 
Countty  Fiscal  1391  Fiscal  1992  Fiscal  1993 

Czechoslovakia 20.0 

Czech  Federal  Republic 25.0 

Hungary 20.0  10.0  10.0 

Namibia 2.5  6.0 

Panama 18.0  13.0  17.0 

Romania 50.0  36.0 

Former  Soviet  Union 1,915.0  1,835.0 

Russia 644.65  800.0 

Ukraine 110^0 200^ 

Total 1,953.0  2,685.15  1,094.0 

Mr.  DuRBiN.  Is  there  any  reason  why  this  needs  to  be  a  separate 
program  from  the  regular  GSM- 102  program? 

Mr.  ScHROETER.  Section  1542  of  the  FACT  Act  directs  USD  A  to: 
1)  make  available  not  less  than  $1  billion  in  export  credit  guaran- 
tees to  emerging  democracies  under  our  existing  GSM-102/103  pro- 
gram during  the  FY  1991  to  1995  period;  and  2)  make  available  a 
portion  of  these  guarantees  for  the  establishment  of  facilities  if  the 
Secretary  determines  that  such  guarantees  will  primarily  promote 
the  export  of  United  States  gigricultural  commodities.  This  later 
provision  does  necessitate  a  program  separate  from  the  regular 
GSM-102/103  program 

This  separate  program  provides  financing  for  sales  of  U.S.  goods 
and  services  intended  to  improve  eigricultural  production,  storage 
and/or  distribution  facilities  rather  than  sales  of  agricultural  com- 
modities. The  review  and  approval  of  this  type  of  financing  re- 
quires different  kinds  of  information  and  documentation  than  that 
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for  commodity  sales.  We  have  taken  the  necessary  steps  to  imple- 
ment the  program  including  preparing  regulations  and  training 
personnel — we  detailed  two  employees  to  the  Export-Import  Bank. 
As  soon  as  the  regulations  are  published,  we  plan  to  implement 
this  program  on  a  pilot  basis. 

CCC  CREDIT  PROGRAMS 

Mr.  DuRBiN.  Please  update  the  table  that  appears  on  page  351  of 
last  year's  hearing  listing  all  of  the  countries  that  are  in  arrears  in 
their  payments. 

Mr.  ScHROETER.  I  will  request  assistance  from  ASCS  staff  to  pro- 
vide that  information. 

[The  information  follows:] 
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COMMODITY  CREDIT  CORPORATION  ARREARAGES 
As  of  December  31,  1992 


COUNTRY 


PL.  480 

CCC 

TOTAL 

ARREARS 

ARREARS 

ARREARS /  1 

$1,351,095 

$1,351,095 

110,752,751 

$1,061 

110.753.812 

249,865 

621 ,468 

871.333 

143,723.513 

143.723.513 

51.835 

51.835 

360,292 

360,292 

7,124 

7.124 

6,475.856 

6.475.856 

2.408,323 

2,408.323 

690.545 

690,545 

4,828,124 

4,828.124 

3.357 

6,292 

9,649 

6,709,057 

6,709.057 

28,880,625 

28,880.625 

1.412.743 

1,412.743 

301,311 

301,311 

25.509 

1.672 

27.181 

36.574 

259,171 

295.745 

6.532 

6.532 

17.681,978 

17.681,978 

2,769 

2,769 

44,208.264 

72.721.164 

116.929.428 

45.750.083 

45.750.083 

22.468 

22,468 

1,946 

1.946 

38,691 

38.691 

13.109.073 

13,109,073 

81.596 

81.596 

44,872.986 

6,734,174 

51,607.160 

2.919.274 

2.919,274 

$472,097,344 

$85,211,817 

$557,309,161 

AFGANISTAN 

BANGLADESH 

BRAZIL 

CAMBODIA 

COLUMBIA 

COSTA  RICA 

ECUADOR 

GUATEMALA 

GUINEA 

IVORY  COAST 

JAMAICA 

JORDAN 

LEBANON 

LIBERIA 

MOROCCO 

PARAGUAY 

PHILIPPINES 

POLAND 

PORTUGAL 

SOMALI  REPUBLIC 

SRI  LANKA 

SUDAN 

SYRIA 

THAILAND 

TUNISIA 

TURKEY 

VIETNAM 

YEMEN 

ZAIRE 

ZAMBIA 


TOTAL  ARREARS 


Note  1:   By  definition.  Arrears  does  not  include  outstanding  claims  paid. 

Therefore,  the  above  data  does  not  include  outstanding  claims  paid 
but  not  recovered  from  the  following  countries:   Agrentina.  Iraq. 
Yugoslavia.  Dominican  Republic.  Honduras.  Suriname.  and  Zanzibar. 


ASCS/FMD/FPARAB/2-25-93 
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CCC  CLAIM 

Mr.  DuRBiN.  Please  provide  for  the  record  a  table  showing  how 
much  CCC  has  paid  out,  by  country,  on  loans  that  were  in  arrears. 
[The  information  follows:] 

Claims  paid  by  CCC  under  the  GSM  101/102/103  programs  1981  through 

December  31,  1992 

Total 
Country  claims  paid  ' 

Argentina $103,744 

Brazil 219,054,302 

Chile 137,077,763 

Dominican  Republic 143,595,173 

Egypt 244,378,403 

El  Salvador 20,152,648 

Honduras 25,730,678 

Iraq 1,511,221,764 

Jamaica 88,108,479 

Jordan 7,950,941 

Mexico 384,332,364 

Morocco 172,947,210 

Nigeria 1,495,540 

Panama 3,219,517 

Peru 286,137,528 

Philippines 41,429,460 

Poland 1,011,718,302 

Romania 34,454,845 

Suriname 7,914,829 

Sudan 54,203,212 

Yeman 531,749 

Yugoslavia 5,213,246 

Zanzibar 4,021,509 

Total  claims  paid 4,404,999,206 

'  A  majority  of  these  claims  have  been  rescheduled  except  for  Iraq,  Argentina,  Yugoslavia, 
Dominican  Republic,  Honduras,  Suriname,  and  Zanzibar. 

Mr,  DuRBiN.  During  calendar  year  1992,  did  CCC  recover  any  of 
these  funds? 

Mr.  ScHROETER.  Ycs,  CCC  collected  $1.3  million  in  claims  repay- 
ments from  Yugoslavia  during  calendar  year  1992. 

Mr.  DuRBiN.  During  calendar  year  1992,  what  debts  were  written 
off  by  CCC? 

Mr.  ScHROETER.  DuHng  calendar  year  1992,  no  foreign  debts  were 
written  off.  However,  the  U.S.  Government  signed  Enterprise  for 
the  Americas  Debt  Forgiveness  Agreements  with  El  Salvador  and 
Uruguay  on  December  15,  1992,  and  these  agreements  went  in 
force  on  January  15,  1993.  These  agreements  provide  for  the  reduc- 
tion of  P.L.  480  Title  I  debt,  and  do  not  involve  CCC  export  credit 
guarantee  debt. 

PUBUC  LAW  480,  TITLE  I — AGREEMENTS 

Mr.  DuRBiN.  Please  list  for  the  record  all  of  the  Title  I  agree- 
ments that  were  signed  during  1992,  including  the  country,  the 
commodity,  and  the  dollar  value. 

Mr.  ScHROETER.  I  wiU  provide  a  table  that  lists  that  information. 
Since  this  program  is  funded  and  managed  on  a  fiscal  year  basis,  I 
believe  it  would  be  most  helpful  to  show  the  data  on  a  fiscal  year 
basis. 

[The  information  follows:] 
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Public  Law  480,  Title  I  Agreements  signed   1/ 
Fiscal  Year  1992 


Quantity  Value 

Country  /  Commodity (OOOMT)  (Mil  $) 

Belarus 

Corn  92.6  9.0 

Soybean  Meal  55.1  10.9 

Ocean  Freight  financed 4.1 

Sub -total  24.0 

Congo 

Rice  12.2  3.5 

Veg.Oil  2.2  1^ 

Sub -total  5.0 

Cote  d'lvoire 

Rice  36.0  10.0 

Egypt 

Wheat 287.7  40.4 

El  Salvador 

Wheat  

Soybean  Meal  

Tallow  

Sub — total  

Estonia 

Wheat  

Com  

Ocean  Freight  financed 

Sub -total  10.0 

Guatemala 

Wheat  103.9  14.9 

Guyana 

Wheat  48.4  7.1 

Jamaica 

Wheat  

Rice  

Corn  

Sub -total  29]9^ 


Jordan 

Wheat  143.7  20.0 


93.3 

13.9 

32.4 

7.1 

24.2 

8.4 

29.4 

32.6 

4.6 

38.2 

3.8 

1.6 

68.8 

10.9 

34.4 

10.0 

80.4 

9.0 
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Public  Law  480,  Title  I  Agreements  signed  1/ 
Fiscal  Year  1992 


Quantity  Value 

Country  /  Commodity  (OOOMT)  (Mil  S) 

Latvia 

Wheat  

Ocean  Freight  Gnanced 

Sub -total  

Lithuania 

Soybean  Meal . 

Ocean  Freight  Gnanced 

Sub -total  

Moldova 

Corn  

Ocean  Freight  Gnanced 

Sub— total  


57.8 

8.0 

2.0 

10.0 

'A.5 

8.8 

1.2 

10.0 

71.7 

7.0 

3.0 

10.0 

122.9 

16.0 

61.5 

29.0 

Morocco 

Wheat  

Veg.  Oil  

Sub -total  45.0 

Philippines 

Soybean  Meal  96.1  20.0 

Romania 

Cotton  333  10.0 

Sierra  Leone 

Wheat  

Rice  

Ocean  Freight  Gnanced 

Sub— total  


Sri  Lanka 

Wheat  : 

Wheat  FIou.  . 

Sub -total  

Suriname 

Wheat  

Corn  

Veg.  Oil  

Sub— total  

Tajikistan 

Wheat  

Ocean  Freight  Gnanced 

Sub -total  10.0 

Tunisia 


5.8 

1.0 

20.1 

6.0 

2.4 

9.4 

38.4 

5.0 

34.4 

CO 

13.0 

16.0 

2.5 

22.6 

2.4 

3.5 

2.5 

7.4 

58.1 

8.2 

1.8 
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Public  Law  480,  Title  I  Agreements  signed  1/ 
Fiscal  Year  1992 


Quantity  Value 

Country  /  Commodity (OOOMT) (Mil  $) 

Wheat  93.2  15.0 


Zimbabwe 
Wheat 
Corn 
Veg.  Oil 


70.9 

10.0 

248.6 

25.0 

11.4 

5.0 

Sub -total  40.0 

lOTAL  TITLE  I  390.5 
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Public  Law  480,  Title  I  Agreements  signed   1/ 
Fiscal  Year  1992 


Quantity  Value 

Country  /  Commodity (OOOMT) (Mil  S) 

Food  for  Progress  Grants 


Albania 
Wheat 
Veg.  Oil 
Cotton 

Ocean  Freight  Grants 
Sub— total 


40.0 

5.2 

20.0 

9.0 

22.7 

7.8 

5.5 

27.5 

66.0 

9.3 

13.7 

Armenia 

Wheat  

Ocean  Freight  Grants  

Sub -total  23.0 

Georgia 

Wheat  100.0  14.0 

Kyrgyzstan 

Wheat  56.0  8.3 

Ocean  Freight  Grants  1.7 

Sub -total  

Nicaraua 

Wheat 

Veg.  Oil  

Soybean  Meal  

Tallow  

Ocean  Freight  Grants  

Sub -total  25.0 

Panama 

Veg.  Oil  7.0  3.4 

Ocean  Freight  Grants  0.6 

Sub -total  4i0^ 


10.0 

44.5 

6.8 

13.0 

63 

9.1 

1.9 

19.4 

5.1 

4.9 

TOTAL  Food  for  Progress  103.5 

TOTAL  PROGRAM 494.0 
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TITLE  I  TERMS 


Mr.  DuRBiN.  Please  describe  the  terms  of  these  agreements. 

Mr.  ScHROETER.  The  repayment  terms  for  P.L.  480  Title  I  agree- 
ments are  tjrpically  for  repayment  over  30  years  with  a  7-year 
grace  period.  The  interest  rates  are  normally  2  percent  during  the 
grace  period  and  3  percent  during  the  balance  of  the  agreement. 
Terms  do  vary  with  the  shortest  repayment  period  for  fiscal  year 
1992  agreements  being  21  years. 

I  would  like  to  point  out  that  a  portion  of  the  fiscal  year  1992 
Title  I  funds  were  used  to  support  Food  for  Progress  grant  agree- 
ments. I  will  provide  a  table  for  the  record  listing  the  financial 
terms  on  a  country  by  country  basis. 

[The  information  follows:] 
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PUBLIC  LAW  480,  TITLE 


DATE:  3/29/93 
I  FONDED  AGREEMENTS  AND  FINANCIAL  TERMS 
FISCAL  YEAR  1992 

INTEREST 


SIGNED 

AGMTS,  TYPE 

RE- 

GRACE 

RAT 

COUNTRY 

DATE 

/AMND   OF 

PYMT  PEROD  GRCE  R 

($MIL)  TERM   (YR) 

(YR) 

(V) 

TITLE 
DC 

I 
24 

BELARUS 

09/09/92 

?■?:  .  0 

7 

2 

3 

CONGO 

02/12/92 

5.0 

DC 

24 

7 

2 

3 

COTE  D'lVIORE 

03/13/92 

10.0 

DC 

26 

5 

2 

3 

EGYPT 

01/09/92 

40.4 

DC 

24 

7 

2 

3 

EL  SALVADOR 

12/09/91 

29.4 

DC 

24 

7 

2 

3 

ESTONIA 

06/10/92 

10.0 

DC 

24 

7 

2 

3 

GUATEMALA 

03/19/92 

14.9 

DC 

15 

6 

3 

4 

GUYANA 

12/19/91 

7.1 

DC 

24 

7 

2 

3 

JAMAICA 

10/15/91 

29.9 

DC 

25 

6 

2 

3 

JORDAN 

03/05/92 

20.0 

DC 

24 

7 

2 

3 

LATVIA 

06/09/92 

10.0 

DC 

24 

7 

2 

3 

LITHUANIA 

06/05/92 

10.0 

DC 

24 

7 

2 

3 

MOLDOVA 

08/17/92 

10.0 

DC 

24 

7 

2 

3 

MOROCCO . 

11/04/91 

45.0 

DC 

26 

5 

2 

3 

PHILIPPINE 

02/03/92 

20.0 

DC 

24 

7 

3 

4 

ROMANIA 

07/17/92 

10.0 

DC 

24 

7 

2 

3 

SIERRA  LEONE 

03/04/92 

9.4 

DC 

24 

7 

2 

3 

SRI  LANKA 

03/17/92 

13.0 

DC 

24 

7 

2 

3 

SURINAME 

04/10/92 

7.4 

DC 

18 

3 

2 

3 

TAJIKISTAN 

08/21/92 

10.0 

DC 

24 

7 

2 

3 

TUNISIA 

11/05/91 

15.0 

DC 

17 

4 

3 

4 

ZIMBABWE 

06/02/92 

40.0 

DC 

26 

5 

2 

3 

TITLE  I  SUBTOTAL      390.5 

FOOD  FOR  PROGRESS  TITLE  I   a/ 


ALBANIA 

10/02/91 

27.5 

FFP 

0 

0 

0 

0 

ARMENIA 

08/25/92 

23.0 

FFP 

0 

0 

0 

0 

GEORGIA 

09/01/92 

14.0 

FFP 

0 

0 

0 

0 

KYGYZSTAN 

09/11/92 

10.0 

FFP 

0 

0 

0 

0 

NICARAGUA 

02/18/92 

25.0 

FFP 

0 

0 

0 

0 

PANAMA 

12/02/91 

4.0 

FFP 

0 

0 

0 

0 

FFP  SUBTOTAL 


103.5 


TOTAL  AGREEMENTS 


494.0 


a/   Food  for  Progress  Program  grant  Agreements  funded  under  Title  I. 
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TITLE  I — ALLOCATIONS 


Mr.  DuRBiN.  Please  provide  for  the  record  the  allocations,  by 
country,  under  Title  I  for  calendar  year  1992. 

Mr.  ScHROETER.  I  will  be  happy  to  provide  that  information. 
Since  we  manage  the  program  on  a  fiscal  year  basis  the  data  will 
be  presented  by  fiscal  year. 

[The  information  follows:] 
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Country  Title  I  allocations  by  country 
Fiscal  Year  1992 


Country (  Mil  $  )   1/ 

Belarus  24.0 

Congo  5.0 

Cote  d'lvoire  10.0 

Egypt  40.4 

El  Salvador  29.4 

Estonia  10.0 

Guatemala  14.9 

Guyana  7.1 

Jamaica  29.9 

Jordan  20.0 

Latvia  10.0 

Lithuania  10.0 

Moldova  10.0 

Morocco  45.0 

Philppines  20.0 

Romania  10.0 

Sierra  Leone  9.4 

Sri  Lanka  13.0 

Suriname  7.4 

Tajikistan  10.0 

Tunisia  1 5.0 

Zimbabwe  40.0 


Sub -total  390.5 

Food  for  Progress  Grants 


Albania  27.5 

Armenia  23.0 

Georgia  14.0 

Kyrgyzstan  10.0 

Nicaraua  25.0 

Panama  4.0 


Sub -total  103.5 

Total  Program  494.0 

1/  Allocated  Values  include  Ocean  Freight  Financing  and 
Ocean  Freight  Grants  of  42.4  million  dollars. 
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OCEAN  FREIGHT  DIFFERENTIAL 

Mr.  DuRBiN.  Please  describe  how  you  compute  the  ocean  freight 
differential  and  list  for  the  record  the  ocean  freight  differential 
cost  for  fiscal  years  1991  and  1992,  and  your  current  estimate  for 
fiscal  year  1993. 

Mr.  ScHROETER.  We  compute  the  ocean  freight  differential  by  de- 
termining which  foreign  flag  vessels  the  country  would  have  used 
to  carry  the  Title  I  commodities  if  the  Cargo  Preference  Act  did  not 
exist.  We  base  the  computation  on  the  offers  submitted  in  response 
to  the  country's  public  freight  Invitation  for  Bids.  We  compare  the 
rates  for  the  U.S.-flag  vessels  actually  used  with  the  offered  rates 
for  the  foreign  flag  vessels.  The  difference  is  the  ocean  freight  dif- 
ferential. 

The  cost  of  ocean  freight  differential  for  Title  I  in  fiscal  year 
1991  was  $42.2  million.  The  cost  in  fiscal  year  1992  was  $37.9  mil- 
lion. For  fiscal  year  1993,  the  current  budget  estimate  is  $45.3  mil- 
lion. 

EGYPT 

Mr.  DuRBiN.  Under  Title  I  Egypt  has  been  programmed  at 
$150,000,000  or  more  each  year  for  the  last  fifteen  years,  going 
back  to  the  days  of  the  Camp  David  Accords.  What  has  been  the 
total  Title  I  programming  to  Egypt  since  the  Camp  David  Accords 
and  how  much  of  this  amount,  if  any,  is  in  arrears? 

Mr.  ScHROETER.  During  the  fiscal  years  1977  to  1992,  Title  I  pro- 
gramming to  Egypt  totaled  $2.9  billion  and  as  of  today,  there  were 
no  arrears. 

Mr.  DuRBiN.  What  was  the  reason  for  Egypt  turning  back 
$110,000,000  of  its  programming  last  year? 

Mr.  ScHROETER.  Last  fiscal  year,  Egypt  privatized  wheat  flour  im- 
ports and  carried  record  wheat  stocks.  As  a  result,  the  Government 
of  Egypt  only  used  $40  million  of  its  $150  million  P.L.  480  Title  I 
allocation,  and  formally  returned  the  balance  to  us  in  August. 

Mr.  DuRBiN.  How  much  do  you  anticipate  they  will  use  in  fiscal 
years  1993  and  1994? 

Mr.  ScHROETER.  We  had  allocated  $150  million  for  Egypt  for 
fiscal  year  1993,  but  at  the  request  of  the  Government  of  Egypt,  we 
signed  an  agreement  for  only  $50  million.  While  we  have  not  com- 
pleted tentative  allocations  for  fiscal  year  1994,  we  would  antici- 
pate an  allocation  for  Egypt  similar  to  the  fiscal  year  1993  agree- 
ment. 

TITLE  II 

Mr.  DuRBiN.  Would  you  please  provide  for  the  record  the  Title  II 
program,  by  country  and  commodity,  for  calendar  year  1992? 

Mr.  ScHROETER.  I  wiU  provide  that  information  for  the  record. 
Since  Title  II  and  Title  III  are  administered  by  the  Agency  for 
International  Development,  I  will  request  their  assistance  in  pro- 
viding this  information. 

[The  information  follows:] 
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Central  African  Rep 
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Comoro  Itlanda 

Congo 
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Guinea  Blaaau 
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Mauritania 

Maurltiua 

Mozambique 

Niger 

Sao  Tome 

Senegal 

Sierra  Leone 

Somalia 

Sudan 

Togo 

Uganda 

Zambia 
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INTERNAL  TRANSPORTATION 


Mr.  DuRBiN.  What  was  the  cost  of  internal  transportation  during 
calendar  year  1992?  How  do  you  determine  what  internal  transpor- 
tation costs  are  allowable  under  the  program? 

Mr.  ScHROETER.  As  you  know,  the  P.L.  480  Title  II  program  is  ad- 
ministered by  the  Agency  for  International  Development.  For 
urgent  emergency  requirements,  it  is  AID's  policy  that  transporta- 
tion costs  involved  in  moving  the  commodities  from  discharge  ports 
to  storage  and  distribution  sites  and  associated  storage  and  distri- 
butions cost  are  covered  by  Title  II  programming.  Title  II  internal 
handling,  transportation  and  storage  for  fiscal  year  1992  totaled  $79.8 
million.  Private  voluntary  organizations/cooperative  development 
organizations — PVOs/CDOs — and  the  World  Food  Program  submit 
budgets  for  these  costs  as  part  of  their  proposals  for  emergency  pro- 
grams. Only  costs  in  direct  support  of  the  distribution  of  food  aid 
requested  in  the  specific  emergency  program  are  approved.  These 
costs  are  program  specific  and  therefore  it  is  difficult  to  forecast 
future  fiscal  year  requirements. 

EXTERNAL  TRANSPORTATION 

Mr.  DuRBiN.  What  was  the  cost  of  external  transportation  during 
calendar  year  1992?  Please  describe  what  external  transportation 
costs  are  allowable. 

Mr.  ScHROETER.  Each  Title  II  program  includes  the  cost  of  ocean 
freight  charges  from  the  United  States  ports  to  discharge  ports 
abroad.  Also  included,  in  the  case  of  landlocked  countries,  are  the 
freight  costs  for  the  inland  movement  of  the  commodities  to  points 
of  entry.  AID  reports  that  in  fiscal  year  1992  external  transporta- 
tion costs  amounted  to  $242  million.  That  cost  in  fiscal  year  1993  is 
estimated  to  be  $260  million. 

Mr.  DuRBiN.  Please  describe  how  you  determine  that  the  allowed 
charges  for  either  internal  or  external  transportation  are  valid. 
What  role  does  FAS  play,  what  role  does  the  embassy  play;  and 
what  role  do  others  plan  in  these  determinations. 

Mr.  ScHROETER.  The  Title  II  program  is  administered  by  A.I.D. 
and  FAS  is  not  involved  in  these  determinations. 

However,  shipments  are  made  according  to  the  requirements  of 
the  Cargo  Preference  Act  which  designates  that  75  percent  of  all 
Titles  II  and  III  commodities  be  shipped  on  U.S.  flag  vessels.  A.I.D. 
monitors  all  shipments  to  assure  this  requirement  is  met. 

Within  the  parameters  of  cargo  preference  legislation,  commod- 
ities are  supplied  on  the  bsisis  of  the  estimated  lowest  landed  cost 
to  foreign  destinations.  The  principle  of  lowest  landed  cost  not  only 
dictates  the  vendors  from  which  the  commodity  is  procured,  but 
also  dictates  the  coastal  range  or  port  through  which  shipments 
are  exported.  The  offered  ocean  freight  cost  is  added  to  the  f.a.s.  or 
intermodal  price.  The  lowest  combined  total  cost  of  the  f.a.s.,  inter- 
modal,  or  bridgeport  price  plus  the  ocean  freight  to  the  foreign  des- 
tination which  results  in  the  required  U.S.  flag  participation  is  the 
lowest  landed  cost. 
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TITLE  II — SCHOOL  LUNCH 

Mr.  DuRBiN.  Please  describe  the  school  lunch  program  provided 
under  Title  II  and  let  us  know  how  many  children  were  involved  in 
this  program  during  calendar  year  1992? 

Mr.  ScHROETER.  Title  II  school  feeding  programs  administered  by 
A.I.D.  technically  provide  either  an  on-arrival  breakfast,  a  mid- 
morning  snack  or  a  mid-day  meal.  Activities  that  often  accompany 
the  provision  of  commodities  include  nutrition  education  for  the 
children  and  for  those  who  prepare  the  meals;  community  organiz- 
ing for  those  who  arrange  for  the  meals;  tools,  seeds,  and  other 
inputs  for  school  gardens  so  that  locally  grown  foods  can  someday 
replace  those  donated  as  food  aid.  School  feeding  programs  in  14 
countries  reached  6.6  million  children  in  1992. 

SOMALIA 

Mr.  DuRBiN.  Please  describe  for  the  record  what  USD  A  commod- 
ities have  been  programmed  to  Somalia  during  calendar  year  1992 
and  to  date  during  1993.  We  are  interested  in  knowing  the  com- 
modities and  dollar  value  under  all  USDA  programs. 

Mr.  ScHROETER.  I  Can  respond  with  fiscal  year  information  since 
our  programs  are  administered  on  that  basis.  In  fiscal  year  1992, 
USDA  allocated  to  Somalia  approximately  60,000  metric  tons  of 
corn  and  sorghum  through  the  section  416(b)  program.  The  com- 
modity value  was  about  $6  million.  In  addition,  57,000  metric  tons 
were  programmed  by  A.I.D.  through  the  P.L.  480  Title  II  program 
with  a  commodity  value  of  about  $20  million.  The  commodities  pro- 
grammed included  wheat,  rice,  dry  beans,  vegetable  oil,  wheat  soy 
blend  and  corn  soy  milk.  These  programs  are  being  increased  in 
fiscal  year  1993.  To  date  85,000  metric  tons  of  corn  have  been  allo- 
cated through  section  416(b)  with  a  commodity  value  of  about  $8 
million.  Under  the  Title  II  program  about  70,000  metric  tons  have 
been  programmed  with  a  commodity  value  of  about  $25  million  and 
the  commodity  list  is  similar  to  last  year.  Under  this  program  with 
Somalia,  it  costs  about  as  much  to  ship  and  deliver  the  commodity 
as  the  value  of  the  commodity  itself. 

Mr.  DuRBiN.  Does  USDA  have  any  people  in  Somalia,  if  so,  how 
many  and  what  are  their  functions? 

Mr.  ScHROETER.  The  Foreign  Agricultural  Service  has  no  one  in 
Somalia.  However,  OICD  has  one  person  who  is  working  with  AID 
in  assessing  Somalia's  port  facilities  in  order  to  recommend  needed 
improvements.  This  individual  works  out  of  AID's  regional  office  in 
Nairobi,  Kenya  but  frequently  travels  to  Somalia. 

SUDAN 

Mr.  DuRBiN.  There  have  been  reports  in  the  press  that  the  Sudan 
is  facing  a  major  famine.  What  is  your  assessment  of  this  situation, 
and  what  role  may  USDA  be  called  upon  to  play  in  the  Sudan 
during  fiscal  year  1993? 

Mr.  ScHROETER.  USDA  has  so  far  allocated  approximately  94,430 
metric  tons  of  various  commodities  to  Sudan,  with  an  estimated 
value  of  $32.67  million.  These  costs  cover  commodity  costs,  freight, 
and  other  related  transport  costs.  In  fiscal  year  1992,  the  donation 
was  75,430  metric  tons,  and  19,000  metric  tons  of  commodities  in 
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fiscal  year  1993  commitments.  There  are  reports  of  a  large  harvest 
of  sorghum  in  Sudan  with  talk  of  large  exports.  We  are  watching 
the  situation  closely,  and  encouraging  the  Sudan  to  provide  ade- 
quate sorghum  for  meeting  critical  needs  in  the  southern  part  of 
the  country.  Transportation  remains  a  critical  problem. 

SUB-SAHARAN  AFRICA 

Mr.  DuRBiN.  You  might  describe  for  the  Committee  the  overall 
situation  in  sub-Saharan  Africa  and  tell  what  demands  this  will 
place  on  the  Title  II  program. 

Mr.  ScHROETER.  Civil  strife  and  natural  disasters  in  Africa  have 
affected  the  majority  of  sub-Saharan  African  countries  in  the  last 
two  years.  Based  on  data  from  U.S.  A.I.D.  food  aid  for  fiscal  year 
1992  was  approximately  $292  million,  and  for  fiscal  year  1993  pro- 
gram approvals  to  date  have  already  reached  $227  million.  Severe 
actual  and  potential  civil  strife  persists  across  Africa.  Apart  from 
the  most  publicized  one  in  Somalia,  there  are  active  conflicts  in 
Angola,  Liberia,  Rwanda,  Sudan,  Togo,  and  Zaire.  The  situation  is 
still  fragile  in  Ethiopia,  Eritrea,  and  Mozambique.  Many  sub- 
Sahara  countries  host  significant  refugee  populations  from  the  con- 
flicts of  neighboring  countries.  Over  half  of  the  world's  refugees  are 
in  Africa.  Estimates  of  internally  displaced  people  in  Africa  run  on 
the  order  of  fifteen  million.  It  appears  the  southern  Africa  region  is 
emerging  from  one  of  the  most  severe  droughts  ever  experienced  in 
its  history,  but  it  is  too  early  to  declare  an  end  to  the  drought.  The 
Sahel  region  is  vulnerable  to  periodic  drought  and  pests. 

According  to  U.S.  A.I.D.,  the  situation  in  sub-Saharan  African 
countries  will  continue  to  require  significant  Title  II  emergency  as- 
sistance in  fiscal  year  1993.  Emergencies  worldwide  accounted  for 
over  47  percent  of  the  entire  Title  II  budget  in  fiscal  year  1992  and 
most  of  this  emergency  assistance  was  in  response  to  drought, 
famine,  and  civil  strive  in  Africa. 

TITLE  III — GRANT  PROGRAM 

Mr.  DuRBiN.  During  calendar  year  1992,  what  grant  agreements 
were  signed  under  Title  III  and  in  what  amounts? 

Mr.  ScHROETER.  I  wiU  provide  information  on  fiscal  year  1992  for 
the  record. 

[The  information  follows:] 
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Mr.  DuRBiN.  Please  describe  how  these  Title  III  funds  are  used. 

Mr.  ScHROETER.  The  Title  III  program  under  P.L.  480 — managed 
by  the  Agency  for  International  Development — is  an  all-grant  pro- 
gram used  in  ways  which  are  integrated  into  the  overall  develop- 
ment strategy  of  A.I.D.  missions  at  the  country  level.  Title  III  re- 
sources are  especially  intended  to  benefit  the  poorest  countries,  and 
thus  several  criteria  were  established  in  section  302  to  define  the 
"least  developed  countries"  that  may  benefit  from  Title  III.  For 
fiscal  year  1992,  56  countries  were  identified  as  "least  developed" 
and  thus  eligible  for  Title  III  food;  36  in  Africa,  14  in  Asia  and  6  in 
Latin  America  and  the  Caribbean.  Fourteen  Title  III  agreements 
for  1.5  million  metric  tons  of  food,  valued  at  approximately  $330.4 
million,  were  in  operation  in  1992.  I  will  submit  a  table  for  the 
record  which  provides  details  on  country  and  commodity  alloca- 
tions for  fiscal  year  1992. 

[The  information  follows:] 

Use  of  P.L.  480  Title  III  Local  Currencies  by  Country 

Title  III  commodities  are  sold  in  the  recipient  country  to  generate  local  currencies 
which  are  used  to  support  the  Agency  for  International  Development  development 
strategy  in  the  country.  Examples  of  the  use  of  funds  at  the  country  level  are  as 
follows: 

Ethiopia. — Funding  supports  programs  to  change  general  food  subsidies  to  target- 
ed safety  net;  expand  the  role  of  private  traders  and  entrepreneurs;  and  to  expand 
industrial  capacity  to  increase  post-war  employment. 

Ghana. — Funding  promotes  increased  agricultural  marketing,  particularly  for 
crops.  The  program  supports  policy  reforms  to  restructure  government  expenditures 
to  ensure  rural  road  maintenance. 

Mali. — Program  funding  supports  price  liberalization  in  the  basic  cereal  markets, 
provides  a  safety  net  for  difficult  policy  reforms;  it  increased  cereal  availability  for 
consumers  as  producer's  responded  to  price  incentives. 

Mozambique. — Funding  supports  market  liberalization  and  promotes  a  targeted 
safety  net  to  enhance  the  food  security  of  the  poor  by  replacing  an  inefficient  and 
not-targeted  rationing  system. 

Senegal. — Funding  supported  politically  sensitive  and  yet  essential  policy  reforms 
in  natural  resource  management  in  order  to  halt  degradation  of  the  fragile  resource 
base,  the  major  constraint  to  food  security  in  Senegal. 

Uganda. — Funding  promotes  increased  employment  and  incomes  in  order  to  im- 
prove access  to  available  food  by  poorer  Ugandans.  The  program  supports  regula- 
tory policy  reforms  which  will  liberalize  the  agro-business  sector. 

Zambia. — Supports  price  reforms  in  cereals.  The  new  government  is  committed  to 
cereals  price  liberalization  and  is  implementing  the  reforms  more  quickly  than 
originally  anticipated,  even  in  the  face  of  drought. 

Bangladesh. — The  program  uses  Title  III  wheat,  to  fill  a  gap  between  demand  and 
local  production.  Local  currencies  generated  and  used  to  improve  food  security 
through  increased  economic  growth  and  to  improve  public  sector  investment  and 
management. 

India. — Supports  the  economic  reform  process  by  introducing  an  auction  mecha- 
nism for  the  P.L.  480  commodity  (vegetable  oil);  facilitates  the  introduction  of  an 
"exit  policy"  for  failing  firms  by  creating  a  safety  net  program  for  retrenched  work- 
ers; and  provides  credit  to  small  £md  medium  agro-industries. 

Sri  Lanka. — Local  currencies  generated  by  the  sale  of  wheat  supports  the  govern- 
ment's actions  on  policy  reforms  designed  to  reduce  government  bureaucracy  and 
strengthen  the  private  sector;  encourages  technology  transfer;  increases  agricultural 
productivity  and  exports;  and  improves  the  efficiency  of  food-grain  marketing. 

Bolivia. — The  program  supports  environment  and  natural  resource  policy  reforms, 
increased  domestic  agricultural  production  and  marketing,  rural  development  ac- 
tivities, including  maternal  and  child  health  and  nutrition,  and  increased  private 
sector  participation. 

Honduras. — The  program  funds  will  play  a  significant  role  in  supporting  a  con- 
tinuation and  deepening  of  the  reforms  in  the  agricultural  sector  needed  to  achieve 
overall  economic  growth,  prosperity,  and  food  security. 
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Peru. — The  program  will  be  used  to  respond  to  humanitarian  needs  of  the  Peruvi- 
an people  most  vulnerable  to  disease  and  a  lack  of  food. 

usda/a.i.d.  relationship 

Mr.  DuRBiN.  For  Titles  I,  II,  and  III  please  describe  for  the  Com- 
mittee your  role  and  the  role  of  A.I.D.  in  carrying  out  these  pro- 
grams. 

Mr.  ScHROETER.  The  1990  FACT  Act  assigned  responsibility  for 
administering  the  P.L.  480  Title  I  program  to  the  Secretary  of  Agri- 
culture, and  responsibility  for  Titles  II  and  III  to  the  Administrator 
of  A.I.D.  An  Executive  Order  was  published  in  February  1991, 
which  formalized  the  separation  of  functions.  The  two  agencies  ex- 
change information  about  budgeted  program  dollar  levels,  and  co- 
ordinate problem  solving  when  the  activities  or  functions  of  one 
may  affect  the  other.  For  example,  our  Agricultural  Counselor  in 
New  Delhi  and  the  USAID  Mission  in  Colombo  have  coordinated 
on  the  concurrent  administration  of  both  programs  in  Sri  Lanka. 
The  commodity  operations  arm  of  USDA's  Agricultural  Stabiliza- 
tion and  Conservation  Service  purchases  commodities  for  A.I.D. 
under  Titles  II  and  III,  because  it  performs  that  function  for  the 
Commodity  Credit  Corporation,  and  the  Foreign  Agricultural  Serv- 
ice has  tried  to  help  A.I.D.  where  it  can  with  commodity  data 
needed  to  establish  usual  marketing  requirements  in  Title  III 
agreements. 

Mr.  DuRBiN.  You  might  also  describe  the  role  of  the  two  agencies 
in  carrying  out  the  section  416  program. 

Mr.  ScHROETER.  For  a  number  of  years  during  the  Reagan  and 
Bush  administrations  A.I.D.  administered  Section  416(b)  programs 
abroad  under  a  memorandum  of  understanding  between  our  two 
agencies,  but  that  memorandum  was  withdrawn  late  in  calendar 
1991.  Currently,  the  grains  in  CCC  inventories  available  for  section 
416(b)  programs  are  allocated  primarily  to  the  World  Food  Pro- 
gram, and  A.I.D.  and  USDA  coordinate  closely  on  overall  U.S.  Gov- 
ernment assistance  to  the  WFP.  A.I.D.  has  also  continued  to  ad- 
minister section  416(b)  programs  for  us  in  Africa,  where  the  the 
commodity  resources  closely  complement  their  developmental  ob- 
jectives. But  in  other  areas  USDA  is  negotiating  agreements  direct- 
ly with  governments  and  private  voluntary  agencies,  and  relying 
on  those  cooperating  sponsors  for  monitoring  reports  without  in- 
volving A.I.D. 

SECTION  416(b) 

Mr.  DuRBiN.  During  calendar  year  1992,  what  commodities  were 
distributed  under  section  416(b)  and  what  countries  received  these 
commodities? 

Mr.  ScHROETER.  For  fiscal  year  1992,  commodities  made  available 
by  the  Secretary  included  nonfat  dry  milk,  frozen  salted  butter, 
butteroil,  corn  and  sorghum.  I  will  provide  a  table  that  illustrates  a 
complete  breakdown  of  which  country  received  commodities,  and 
which  commodities  they  received. 

[The  information  follows:] 
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SEC.  416(b)  TERMS  AND  CONDITIONS 

Mr.  DuRBiN.  What  are  the  terms  and  conditions  for  distributing 
section  416(b)  commodities? 

Mr.  ScHROETER.  Section  416(b)  commodities  are  made  available 
for  distribution  through  foreign  governments,  public  and  nonprofit 
humanitarian  organizations,  cooperatives,  and  international  orga- 
nizations. These  donations  are  coordinated  with  and  complement 
other  United  States  foreign  assistance  efforts  as  well  as  private 
sector  trade.  In  the  case  of  government-to-government  programs 
and/or  when  significant  sales  of  the  donated  commodities  are  au- 
thorized, precautions  are  taken  to  assure  that  commercial  trade  is 
not  disrupted.  Priority  consideration  is  given  to  the  donation  of 
commodities  to  support  activities  designed  to  meet  emergency  situ- 
ations, followed  by  non-emergency  humanitarian  feeding  activities, 
and  finally,  activities  using  monetized  proceeds.  The  recipient 
country  must  have  the  absorptive  capacity  to  use  the  commodities 
efficiently  and  effectively. 

Mr.  DuRBiN.  Are  all  of  the  section  416(b)  commodities  distributed 
from  CCC  inventory,  or  does  USDA  purchase  any  commodities  for 
distribution  under  this  section? 

Mr.  ScHROETER.  Section  416(b)  of  the  Agricultural  Act  of  1949,  as 
amended,  authorizes  the  Commodity  Credit  Corporation  to  donate 
agricultural  commodities  from  CCC-owned  inventory.  In  carrying 
out  section  416(b)  of  the  Agricultural  Act  of  1949,  the  CCC  may 
purchase  commodities'  for  use  under  the  Food  for  Progress  Act  of 
1985,  as  amended,  when  CCC  does  not  hold  stocks  of  requested  com- 
modities, or  when  CCC  stocks  are  insufficient  to  satisfy  commit- 
ments made  in  Food  for  Progress  agreements  and  these  commod- 
ities are  needed  to  fulfill  commitments.  This  authority  to  purchase 
commodities  applies  to  Food  for  Progress  programs  only. 

Mr.  DuRBiN.  Do  you  have  authority  to  pay  any  transportation 
costs  under  section  416(b),  and  if  so,  what  were  the  transportation 
costs  associated  with  this  program  during  fiscal  year  1992? 

Mr.  ScHROETER.  The  Commodity  Credit  Corporation  typically 
pays  for  ocean  and  inland  transportation  costs  in  all  section  416(b) 
programs  with  private  Voluntary  Organizations.  Programs  signed 
with  foreign  governments  call  for  the  recipient  country  to  pay  for 
those  transportation  costs.  CCC  normally  reimburses  recipient 
countries  for  the  ocean  freight  differential,  which  is  the  amount  by 
which  freight  costs  are  higher  due  to  compliance  with  United 
States  cargo  preference  requirements.  In  some  cases  of  donations 
under  government-to-government  agreements,  CCC  will  pay  freight 
costs  upon  submission  of  evidence  of  either  the  inability  to  pay,  or 
of  the  extreme  hardship  caused  by  the  payment  of  such  costs  by 
the  recipient  country. 

The  authority  to  pay  ocean  and  inland  transportation  costs  is 
contained  in  the  operational  regulations  for  the  program.  These 
regulations  are  currently  being  updated  to  reflect  USDA's  resump- 
tion of  sole  responsibility  for  all  section  416(b)  programming. 

As  of  January  30,  1993,  the  U.S.  Government  had  paid  approxi- 
mately $219.0  million  for  fiscal  year  1992  transportation  costs. 
USDA  is  still  receiving  and  processing  transport  bills  for  fiscal  year 
1992  programs. 
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FOOD  FOR  PROGRESS 


Mr.  DuRBiN.  What  is  the  difference  between  the  regular  section 
416(b)  program  and  the  Food  for  Progress  program? 

Mr.  ScHROETER.  Under  the  regular  section  416(b)  program  CCC- 
owned  commodities  are  provided  to  the  cooperating  sponsors  in  ad- 
dressing the  humanitarian  needs  of  developing  countries.  Commod- 
ities may  be  used  for  direct  distribution  or  may  be  sold  with  the 
generated  local  currencies  used  to  benefit  the  needy.  The  generated 
currencies  may  not  be  used  for  overhead  or  administrative  costs. 

Under  the  Food  for  Progress  Program  food  resources  support  de- 
veloping countries  and  countries  that  have  made  commitments  to 
introduce  or  expand  free  enterprise  elements  in  their  agricultural 
economies  through  changes  in  commodity  pricing,  marketing,  input 
availability,  distribution,  and  private  sector  involvement.  CCC  may 
provide  financial  assistance  to  cooperating  sponsors  in  the  adminis- 
tration, sale,  and  monitoring  of  food  assistance  programs  to 
strengthen  private  sector  agriculture. 

AMOUNTS  MONETIZED 

Mr.  DuRBiN.  What  amounts  were  monetized,  by  country,  and  for 
what  purpose,  during  fiscal  year  1992? 

Mr.  ScHROETER.  DuHng  fiscal  year  1992,  13  agreements  were 
signed  between  the  Department  of  Agriculture  and  foreign  govern- 
ments or  private  voluntary  organizations  containing  provisions  for 
monetization  of  the  donated  commodities.  These  monetization  pro- 
grams amounted  to  596,240  metric  tons,  or  approximately  37  per- 
cent of  the  total  tonnage  made  available  for  donation. The  commod- 
ities donated  and  the  proceeds  generated  from  their  sale  benefited 
needy  people  in  the  recipient  countries.  The  section  416(b)  pro- 
grams provided  assistance  by  encouraging  employment  generation, 
market  based  policy  reforms,  and  improved  nutritional  and  pri- 
mary educational  goals  for  needy  families  and  individuals. 

[The  information  follows:] 
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AMOUNTS   HONKTZZED 


COOMTRY 

BDTTEROIL 

COMMODITIES 
(ACTUAL  METRIC  TONS) 
BOTTER   CORN     SORGHDM     HFDM 

TOTAL 

Albania  1/ 

4,200 

2,000 

1   6,200 

Fstonia  2/ 

100,000 

1 100, 000 

Jamaica  3/ 

4b, 000 

1  45,000 

Jordan  4/ 

30,000 

70,000 

|100,000 

Kazakhstan  S/ 

4,000 

1   4,000 

Latvia  £/ 

100,000 

|100,000 

Tiithuania  7/ 

100,000 

|100,000 

Mexico  4/ 

1,500 

1   1,500 

Peru  a/ 

540 

18,000 

20,000 

1  38,540 

Poland  ifly 

16,000 

1  16,000 

Russia  11/ 

21,000 

1  21,000 

Zambia  12/ 

:  64,000 

1  64,000 

TOTALS 

4.540 

.  41,200 

:  457,000 

:  90,000 

3.500 

|5S6,240 
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FOLLOWING  ARE  OSES  OF  GENERATED  LOCAL  CDRRENCY  BY  COUNTRY: 

1/  -   Albcinia:   the  generated  funds  were  used  to  provide  food  assistance  to  the 

needy  and  to  fund  developmental  activities  primarily  in  the  agricultural 

sector  including  health  auid  nutritional  programs . 
2/  -   Estonia:   generated  funds  were  used  to  assist  in  the  development  of  the 

country's  private  sector  agricultural  economy.   Proceeds  used  to  purchase 

farm  in^lements  and  cleaning  stations  for  seeds,  and  provided  credit  to 

private  farmers  engaged  in  grain  production. 
2/  -   Jamaica:   the  generated  fi'nrto  were  used  to  increase  the  value  of  th<» 

government  food  stcuip  pri)t,j.?-   Jujar  needy  individuals. 
4/  -   Jordan:   generated  funds  were  used  to  promote  private  sector  agricultural 

production. 
^/  -   KazeUchstan:   generated  currencies  were  used  to  assist  the  needy,  promote 

private -sector  initiatives  in  agriculture,  and  to  support  primary  health 

care  training. 
£/  -   Latvia:   The  generated  currencies  were  used  to  assist  in  the  development 

of  the  country's  private  sector  agricultural  economy. 
7/  -   Lithuania:   The  generated  currencies  were  used  to  assist  in  the 

development  of  the  countr-j'' r  private  sector  agricultural  economy, 
fi/  -   Mexico/Share:   funds  were  used  in  support  of  income  generation  activities 

for  the  needy  people  in  Mexico. 
2/  -   Peru:   generated  proceeds  were  used  to  provide  food  assistance  to  the 

needy  through  enployment  generation  projects  and  to  fund  activities  to 

in^rove  the  country's  agricultural  sector. 
10/  -  Poland:   The  generated  funds  were  used  to  provide  food  assistcuice  to  the 

needy  auid  to  fund  developmental  activities,  primarily  in  the  agricultural 

sector.   Activities  include  health  and  nutritional  programs  euid  programs 

to  promote  increased  agricultural  productivity. 
11/  -  Russia:   The  generated  proceeds  were  used  to  assist  the  neediest  segments 

of  the  Russian  federation's  population. 
12/  -  Zambia:   The  generated  currencies  were  used  to  provide  food  assistance  to 

the  needy. 
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Mr.  DuRBiN.  What  difference  is  there  in  the  way  Title  III  and  sec- 
tion 416  operate  other  than  Title  III  is  a  direct  appropriation  and 
section  416  is  open-ended? 

Mr.  ScHROETER.  As  you  note,  P.L.  480  is  funded  through  appro- 
priated funds,  while  section  416(b)  donations  are  carried  out  with 
CCC  funds.  Another  principal  difference  is  that  Title  III  commod- 
ities are  purchased  off  the  open  market,  and  are  selected  from  the 
list  of  commodities  determined  to  be  available  for  Public  Law  480 
programs.  Section  416  commodities  are  donated  from  commodity 
inventories  held  by  the  Commodity  Credit  Corporation,  and  in 
recent  years  those  inventories  have  been  more  limited  than  the 
P.L.  480  availability  list.  A.I.D's  Title  III  agreement  typically  are 
multi-year  commitments,  while  section  416  programs  tend  not  to 
exceed  one  year,  because  we  are  uncertain  of  what  commodity  in- 
ventories will  be  in  future  years.  Finally,  the  development  pro- 
grams of  Title  III  also  require  more  direct  involvement  by  A.I.D's 
field  personnel,  while  we  try  to  operate  section  416  programs  using 
the  personnel  of  our  cooperating  sponsors — PVO's  or  participating 
governments. 

SECTION  416(b)  DONATIONS 

Mr.  DuRBiN.  Please  list  for  the  record  the  total  amount  of  section 
416(b)  commodities  donated,  by  fiscal  year,  since  fiscal  year  1983. 
Please  estimate  the  market  value  of  those  commodities  for  each 
fiscal  year. 

Mr.  ScHROETER.  I  will  provide  a  table  that  reflects  the  amount  of 
commodities  donated,  in  metric  tons,  showing  information  for  each 
of  the  years  requested. 

[The  information  follows:] 

SECTION  416(B)  COMMODITY  DONATIONS 

[Metric  tons  and  dollar  value  per  fiscal  year] 

Estimated  world 
Metric  tons  market  value  of 

commodities 

Fiscal  Year: 

1983 83,110  $79,490,700 

1984 171,210  158,900,000 

1985 146,763  129,800,000 

1986 335,696  125,000,000 

1987 1,425,397  246,796,200 

1988 1,795,394  193,925,600 

1989 801,493  97,969,200 

1990 1,745,154  164,686,400 

1991 1,833,211  260,772,000 

1992 1,618,489  317,907,400 

Total 9,955,917    1.775,247,500 

Mr.  DuRBiN.  During  calendar  year  1992,  how  much  was  paid  to 
foreign  governments  to  reimburse  them  for  the  ocean  freight  differ- 
ential due  to  compliance  with  the  United  States  cargo  preference 
requirements? 

Mr.  ScHROETER.  We  paid  about  $29.2  million  in  ocean  freight  dif- 
ferential for  fiscal  year  1992  donations  under  section  416(b).  For 
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this  program,  the  Commodity  Credit  Corporation  usually  pays  the 
total  freight  directly  to  the  ocean  carrier.  This  includes  any  ocean 
freight  differential;  therefore,  there  is  no  need  to  reimburse  the  co- 
operating sponsor — which  may  be  a  foreign  government  or  a  pri- 
vate voluntary  organization — for  ocean  freight  differential. 

SUNFLOWERSEED  OIL  ASSISTANCE  PROGRAM 

Mr.  DuRBiN.  Please  describe  what  has  happened  under  the 
Sunflowerseed  Oil  Assistance  Program  during  calendar  year  1992. 

Mr.  ScHROETER.  Siuce  the  Sunflowerseed  Oil  Assistance  Pro- 
gram— SOAP — operates  on  a  fiscal  year  basis,  it  would  be  more 
meaningful  for  me  to  describe  what  happened  under  the  program 
in  fiscal  year  1992.  On  November  14,  1991,  USDA  announced  the 
fiscal  year  1992  allocations  under  the  SOAP  to  encourage  sales  of 
190,000  metric  tons  of  sunflowerseed  oil  to  six  countries.  During 
the  year,  additional  allocations  are  announced  for  155,000  metric 
tons  of  sunflowerseed  oil.  Bonuses  of  $20.8  million  supported  the 
sale  of  238,760  metric  tons  of  sunflowerseed  oil — nearly  triple  the 
amount  sold  in  fiscal  year  1991 — under  the  SOAP  in  fiscal  year 
1992. 

Mr.  DuRBiN.  What  are  your  plans  for  1993? 

Mr.  ScHROETER.  FAS  is  continuing  to  operate  the  SOAP  is  fiscal 
year  1993.  On  October  5,  1992,  USDA  announced  the  fiscal  year 
1993  allocations  under  the  SOAP  to  encourage  sales  of  365,000 
metric  tons  of  sunflowerseed  oil  to  seven  countries.  As  of  February 
18,  bonuses  of  $16.0  million  have  supported  the  sale  of  117,430 
metric  tons  of  sunflowerseed  oil  under  SOAP. 

COTTONSEED  OIL  ASSISTANCE  PROGRAM 

Mr.  DuRBiN.  Please  describe  what  has  happened  during  calendar 
year  1992  under  the  Cottonseed  Oil  Assistance  Program. 

Mr.  ScHROETER.  Since  the  Cottonseed  Oil  Assistance  Program — 
COAP — operates  on  a  fiscal  year  basis,  it  would  be  more  meaning- 
ful for  me  to  describe  what  happened  under  the  program  in  fiscal 
year  1992.  On  November  14,  1991,  USDA  announced  the  fiscal  year 
1992  allocations  under  the  COAP  to  encourage  sales  of  140,000 
metric  tons  of  cottonseed  oil  to  five  countries.  During  the  year,  ad- 
ditional allocations  were  announced  for  45,000  metric  tons  of  cot- 
tonseed oil.  Bonuses  of  $2.7  million  supported  the  sale  of  42,600 
metric  tons  of  cottonseed  oil — 20  percent  above  the  amount  sold  in 
fiscal  year  1991— under  the  COAP  in  fiscal  year  1992. 

Mr.  DuRBiN.  What  are  your  plans  for  1993? 

Mr.  ScHROETER.  FAS  is  continuing  to  operate  the  program  in 
fiscal  year  1993.  On  October  5,  1992,  USDA  announced  the  fiscal 
year  1993  allocations  under  the  COAP  to  encourage  sales  of  205,000 
metric  tons  of  cottonseed  oil  to  eight  countries.  As  of  February  18, 
bonuses  of  $4.6  million  have  supported  the  sale  of  27,227  metric 
tons  of  cottonseed  oil  under  COAP. 

FOOD  SHOWS 

Mr.  DuRBiN.  What  international  or  national  food  shows  were 
sponsored  by  FAS  during  calendar  1992?  Also  indicate  the  location, 
dates,  and  purpose  of  each  show. 
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Mr.  ScHROETER.  FAS  sponsored  seven  shows  in  1992  and  is  plan- 
ning four  shows  in  1993.  I  will  provide  for  the  record  a  table  listing 
the  name  of  the  show,  its  location  and  dates. 

[The  information  follows:] 

FAS-SPONSORED  FOOD  SHOWS 

[Calendar  1992] 
Show  name  Location  Dates 

1.  Middle  East  Food  &  Equipment  Exposition Balirain January  11-14. 

2.  Alimentaria Barcelona,  Spain March  7-12. 

3.  Food  &  Hotel  Asia Singapore April  7-10. 

4.  Great  American  Food  Show Singapore April  14-16. 

5.  American  Food  Fair Seoul,  Korea September  22-24. 

6.  American  Food  Fair Hong  Kong Septemtwr  28-29. 

7.  Salon  International  de  I'Alimentation Paris,  France Octotier  25-29. 

The  purpose  of  all  FAS-sponsored  shows  is  to  increase  food  and 
beverage  exports  by  providing  a  forum  for  U.S.  exporters  to  present 
their  products  to  foreign  buyers.  The  trade  show  program  helps  in- 
dividual companies  achieve  their  particular  marketing  objectives, 
such  as  making  new  trade  contracts,  negotiating  sales,  reinforcing 
existing  trade  contacts,  finding  foreign  agents  or  distributors,  show- 
ing products  to  expand  consumer  awareness,  market  testing,  intro- 
ducing new  products  and  gissessing  foreign  competition. 

Mr.  DuRBiN.  Have  you  now  put  in  place  the  regulations  to  cover 
the  full  cost  recovery  from  U.S.  firms  participating  in  food  shows? 

Mr.  ScHROETER.  FAS  policy  is  to  recover  the  full  cost  of  a  show 
from  the  participating  companies  whenever  feasible.  In  some  mar- 
kets the  cost  of  exhibiting  foods  and  beverages  is  very  high.  If  we 
were  to  cover  all  costs,  we  would  either  have  to  raise  fees  so  high 
that  they  would  deter  many  smaller  companies  from  exhibiting,  or 
build  a  substandard  pavilion  which  would  not  be  competitive  with 
the  pavilions  of  our  major  competitors,  such  as  France  of  the 
United  Kingdom.  Therefore,  in  these  high  cost  markets,  we  set  fees 
to  reflect  what  we  believe  is  both  fair  and  compatible  with  our 
trade  expansion  objectives.  During  fiscal  1993,  half  of  our  shows 
will  be  done  at  or  near  full  cost  recovery.  Our  average  cost  recov- 
ery on  a  global  basis  is  expected  to  increase  from  50  percent  last 
year  to  75  percent  this  year. 

Mr.  DuRBiN.  What  has  been  the  reaction  of  U.S.  firms  to  this  full 
cost  recovery  policy? 

Mr.  ScHROETER.  Higher  fees  have  hurt,  but  not  crippled  our  abili- 
ty to  recruit  companies  for  shows.  When  we  asked  former  exhibi- 
tors why  they  no  longer  participate  in  the  program,  22  percent 
cited  cost  as  the  reason. 

1993  FOOD  SHOWS 

Mr.  DuRBiN.  What  are  the  major  trade  shows  scheduled  for  cal- 
endar year  1993,  where  will  they  be  held,  and  what  will  be  the 
dates? 

Mr.  ScHROETER.  FAS  is  sponsoring  four  shows  in  1993.  I  will  pro- 
vide for  the  record  a  table  listing  the  name  of  the  show,  its  location 
and  dates. 
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[The  information  follows:] 


FAS-SPONSORED  FOOD  SHOWS 

[Calendar  1993] 


Show  Name  Location  Dates 


1.  American  Food  Fair Taipei,  Taiwan March  17-19. 

2.  Food  '93 Jeddah,  Saudi  Arabia April  25-28. 

3.  Festival  de  Alimentos  y  Bebidas  USA  '93 Mexico  City,  Mexico August  31-September  2. 

4.  ANUGA  '93 Cologne,  Germany October  9-14. 


Although  FAS  is  sponsoring  three  fewer  shows  in  1993,  the 
number  of  booths  available  to  exhibitors — 360 — is  only  10  percent 
less  than  sold  last  year.  To  help  U.S.  exporters  explore  emerging 
markets,  our  Trade  Show  Office  will  also  be  organizing  sales  mis- 
sion to  the  Philippines,  the  Arabian  Gulf,  the  French  West  Indies, 
Poland,  Hungary  and  the  Czech  Republic  in  1993. 

Mr.  DuRBiN.  In  1992  you  held  the  "Great  American  Food  Show" 
in  Tokyo  rather  than  participating  in  FOODEX.  What  are  your 
plans  for  1993? 

Mr.  ScHROETER.  Our  promotion  strategy  for  Japan  in  1993  will 
emphasize  expanding  distribution  of  U.S.  products  already  in  the 
market  to  consumers  outside  the  Tokyo  metropolitan  area.  To  im- 
plement this  strategy,  our  Agriculture  Trade  Offices  in  Tokyo  and 
Osaka  are  organizing  shows  for  Japanese  agents  of  U.S.  products  to 
help  them  expand  their  distribution  to  wholesalers  and  retailers  in 
western  and  northern  Japan.  The  largest  of  these  shows,  "The 
Great  American  Food  Show"  in  Osaka,  will  feature  over  50  exhibi- 
tors. FAS  is  not  recruiting  new-to-market  companies  to  exhibit  at 
these  shows.  Two  to  three  years  ago,  cost  recovery  at  this  type  of 
show  in  Japan  was  at  10-15  percent;  however,  for  this  year  we 
expect  cost  recovery  to  equal  about  50  percent.  If  new-to-market 
companies  wish  to  promote  their  products  at  food  shows  in  Japan 
this  year,  we  are  advising  them  to  exhibit  at  FOODEX  or  one  of 
Japan's  speciality  food  shows. 

DIPLOMATIC  RANK  OF  MINISTER-COUNSELOR 

Mr.  DuRBiN.  How  many  posts  now  hold  the  rank  of  Minister- 
Counselor  and  has  there  been  any  change  during  the  past  12 
months. 

Mr.  ScHROETER.  FAS  has  10-designated  Minister-Counselor  posts. 
There  have  been  no  increases  or  decreases  since  this  time  last  year. 
I  will  furnish  for  the  record  a  list  of  these  posts. 

[The  information  follows:] 

USEC  Brussels,  Belgium;  Ottawa,  Canada;  Paris,  France;  Bonn,  Germany;  Rome, 
Italy;  Tokyo,  Japan;  Seoul,  Korea;  Mexico  City,  Mexico;  Moscow,  Russia;  and 
London,  United  Kingdom. 

DIPLOMATIC  RANK  OF  COUNSELOR 

Mr.  DuRBiN.  What  posts  now  hold  the  rank  of  Counselor  and  has 
there  been  any  change  during  the  past  12  months. 


533 

Mr.  ScHROETER.  FAS  has  19-designated  Counselor  posts,  an  in- 
crease of  one  with  the  opening  of  an  office  in  Sofia,  Bulgaria.  I  will 
furnish  for  the  record  a  list  of  these  posts. 

[The  information  follows:] 

Diplomatic  Rank  of  Counselor 

Buenos  Aires,  Argentina;  Canberra,  Australia;  Vienna,  Austria;  Brasilia,  Brazil; 
Sofia,  Bulgaria;  Beijing,  China;  Cairo,  Egypt;  Guatemala  City,  Guatemala;  New 
Delhi,  India;  Jakarta,  Indonesia;  The  Hague,  Netherlands;  Lagos,  Nigeria;  Manila, 
Philippines;  Warsaw,  Poland;  Madrid,  Spain;  Stockholm,  Sweden;  Geneva,  Switzer- 
land; Bangkok,  Thailand;  and  Caracas,  Venezuela. 

AGRICULTURAL  TRADE  OFFICES 

Mr.  DuRBiN.  Please  list  for  the  record  the  location  of  the  Agricul- 
tural Trade  Offices  and  indicate  the  number  of  FAS  and  the 
number  of  foreign  nationals  assigned  to  each  ATO. 

[The  information  follows:] 


Country  City 


American  Foreign 

offlcer(s)  nationals 


Algeria Algiers 2  4 

Bahrain  * Manama 1  2 

Dubai 2 

China Beijing 1  2 

Guangzhou 1  3 

Germany Hamburg 1  3 

Hong  Kong 2  4 

Japan Tokyo 2  5 

Osaka 1  2 

Korea Seoul 1  5 

Mexico Mexico  City 1  3 

Saudi  Arabia  ^ Riyadh 1  2 

Jeddah 3 

Sanaa 1 

Singapore  3 2  3 

Tunisia Tunis 1  3 

United  Kingdom  * London 1  3 

Venezuela  ^ Caracas 1  4 

'  Also  covers   Kuwait,  Qatar  and  the  Sultanate  of  Oman  from   Manama  and  the  branch   ATO  in   Dubai,   the  United  Arab   Emirates 

^  Also  has   a   branch   office   in   Jeddah,   Saudi   Arabia   and   also   covers   the   Yemen   Arab   Republic   from   the   branch   ATO   in   Sanaa 

=*  Also  covers  Brunei,  and  Papua  New  Guinea  and  services  the  agricultural  marketing  requirements  in  Indonesia. 

"  Also  covers  Ireland. 

^  Also  covers  Aruba,  Barbados,  Grenada,  Guadeloupe,  Guyana,  Martinique,  Netherlands  Antilles,  St.  Vincent,  St.  Lucia,  Surinam,  and  Trinidad  and 
Tobago 

Mr.  DuRBiN.  For  each  of  the  trade  offices,  please  indicate  the  co- 
operators  that  work  out  of  that  office. 

Mr.  ScHROETER.  I  will  supply  for  the  record  a  list  the  cooperators 
collocated  with  the  trade  offices. 

[The  information  follows:] 

Country  City  Name  of  the  collocated  cooperator 

Germany Hamburg American  Plywood  Association;  USA  Poultry  &  Egg  Export  Council;  US  Meat 

Export  Eederation. 

Japan Tokyo USA  Poultry  &  Egg  Export  Council;  U.S.  Feed  Grains  Council;  U.S.  Meat 

Export  Federation;  U.S.  Wheat  Associates. 
Wood  Products  Industry:  American  Hardwood  Export  Council;  American 
Plywood  Association,  Western  Wood  Products  Association. 
Osaka American  Hardwood  Export  Council;  U.S.  Meat  Export  Federation. 
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Country  City    '  Name  of  the  collocated  cooperator 

Korea Seoul Cotton  Council  International;  National  Forest  Products  Association;  U.S.  Feed 

Grains  Council;  U.S.  Meat  Export  Federation;  U.S.  Wheat  Associates. 
Mexico Mexico  City U.S.  Feed  Grains  Council;  U.S.  Meat  Export  Federation;  USA  Poultry  &  Egg 

Export  Council  (in  process). 
Wood  Products  Industry:  Southern  Forest  Products  Association;  American 

Hardwood  Export  Council. 
Singapore American  Soybean  Association;  U.S.  Meat  Export  Federation;  USA  Poultry  & 

Egg  Export  Council;  U.S.  Wheat  Associates. 
United  Kingdom London California  Raisin  Advisory  Board;  National  Peanut  Council;  National  Renderers 

Association;  Wine  Institute. 
Wood  Products  Industry:  American  Hardwood  Export  Council;  American 

Plywood  Association;  Southern  Forest  Products  Association;  Western 

Wood  Products  Association. 
Venezuela Caracas American  Soybean  Association;  U.S.  Wheat  Associates;  National  Cottonseed 

Products  Association. 

Mr.  DuRBiN.  Do  you  anticipate  opening  any  new  trade  offices 
during  calendar  year  1993? 

Mr.  ScHROETER.  At  this  time,  we  do  not  have  under  consideration 
the  opening  of  additional  trade  offices  in  1993. 

COOPERATOR  PROGRAM 

Mr.  DuRBiN.  Please  list  for  the  record  each  of  the  cooperators 
and  the  amount  they  will  receive  and  their  contributions  for  fiscal 
years  1992  and  1993. 

Mr.  ScHROETER.  I  will  provide  for  the  record  a  list  of  the  coopera- 
tors, the  amounts  they  received,  and  their  contributions  for  fiscal 
years  1992  and  1993. 

[The  information  follows:] 
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FY1992 

FOHHGN  MARKET  DEVELOPMENT  PROGRAM 
EXPENOrrURES  &  CONTRlBUnONS 


COOPERATOR  BY 

COOPERATOR  CONTRIBUTION 

COMMODFTY  DIVISION 

GOODS  & 

FOflEICiN 
THIRD 

EXPEND 

CASH 

SB1V 

TOTAL 

PARTf 

000  DOLLAR 

AGEXPOFfT  SkHVICES 

Eastern  KiS.  Agil  &  Food  Caundl 

77 

5 

6 

11 

0 

Mid-Ameiica  International  Agri-Trade 

77 

3 

57 

60 

103 

National  State  Oept  c(  AgricultuiB 

216 

13 

56 

69 

0 

Southern  U.S.  Trade  Assodatian 

103 

25 

137 

162 

0 

Western  U.S.  Trade  Assodatian 

230 

0 

139 

139 

3 

Oivisjon  Total 

703 

46 

395 

441 

106 

OAIHY.  UVBSTOaC  *  POULTRY 

Ameitcan  EmlMyo  Transfer  Assodatian 

13 

16 

10 

26 

0 

American  Quarter  Horse  Assodalion 

13 

38 

35 

73 

27 

82 

207 

47 

254 

0 

Appaioosa  Horse  Ckjb 

0 

0 

0 

0 

0 

Catfish  Inslttuta 

52 

56 

0 

56 

0 

Leather  Industries  of  America 

169 

315 

691 

1.006 

0 

Livestock  Exporters  Assodatian 

14 

8 

23 

31 

0 

Mohair  Caundl  ct  America 

20 

19 

0 

19 

0 

National  Animal  Breeders 

87 

72 

10 

82 

0 

National  Assodatian  of  Swine  Records 

0 

0 

0 

0 

0 

National  Dairy  Promotion  Board 

277 

547 

110 

657 

134 

National  Renderers  Assodatian 

964 

360 

16 

378 

826 

1.290 

185 

178 

363 

1,155 

U.S.  Beef  Breeds  Council 

"S 

164 

38 

202 

^ 

U.S.  Dairy  Genetics 

343 

0 

632 

632 

i2b 

US.  Hide,  SIdn,  Leather 

44 

18 

39 

57 

0 

U.S.  Meat  Export  Federation 

1.623 

1.240 

176 

1,416 

1,485 

Division  Total 

S.07B 

3.245 

2.005 

5.250 

3.755 

FOREST  PRODUCTS 

NaUonal  Forest  Products  Assodaton 

^478 

1.9B2 

311 

7.793 

290 

Division  Total 

2.478 

1.982 

311 

2293 

290 
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FY1992 

FOREIGN  MARKET  DEVELOPMENT  PROGRAM 
EXPENDrrURES  &  CONTRIBUTIONS 


COOPERATOR  BY 

COOPERATOR  CONTRIBUnON 

COMMODfTY  DIVISION 

EXPEND 

CASH 

GOODS  & 
SERV 

TOTAL 

■  FOREIGN 
THIRD 
PARTY 

GRAIN  AND  FEED 

Millers  Nadonal  Federation 

National  Dry  Bean  Cou^l 

National  Hay  Association 

Protein  Grain  Products  International 

USA  Dry  Pea  &  UnttI  Council 

USA  Rice  Council 

U.S.  Feed  Grains  Council 

U.S.  Wheat  Associates 

21 

58 

34 

0 

118 

1.726 

5,445 

6.834 

12 

1 

10 

29 

178 

328 

3.909 

2.647 

000  DOLLAR 

26 

72 

SO 

22 

35 

0 

195 

3.792 

38 

73 

60 

51 

213 

328 

4.104 

6.439 

0 

0 
0 

0 

46 

401 

Z503 

Z749 

Division  Total 

14.236 

7.114 

4,192 

11.306 

5.699 

HORTICULTURE  i  TROPICAL  PRODUCTS 

American  Horticultural  Marketing                                 658 
Papaya  Adm  inislratiwe  Committee                                1 8 

186 
115 

429 
91 

615 
206 

277 
0 

Division  Total 

1 
676    1 

301 

520 

821 

277 

OILSEEDS  AND  PRODUCTS 

American  Soyt^ean  Association 
National  Cottonseed  Products 
National  Peanut  Council 
National  Sunflower  Association 

1 

1 

1 

6.530   1 

141    1 

389 

185 

193 
180 
149 
205 

65 
29 
81 
57 

258 
209 
230 
262 

164 

0 

33 

19 

Division  Total 

7.245 

727 

232 

959 

52 

TOBACCO,  COTTON  AND  SEEDS 

American  Seed  Trade  Association 
Cotton  Council  Intmational 
Tobacco  Associates 

203 

1,147 

84 

238 

1,587 

172 

113 

113 

0 

351 

1,700 

172 

0 

159 

0 

Division  Total 


1,434 


1.997 


226 


?,??3 


159 


GRAND  TOTAL 


$31.848    I         $15.412 


$7,881 


$23.293 


$10.338 
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FY1993 

FOREIGN  MARKET  DEVELOPMENT  PROGRAM 
BUDGETS  &  CONTRffiUnONS 


COOPERATOR  BY 

COOPERATOR  CONTRIBUTION 

COMMODITY  DIVISION 

GOODS  & 

FORQGN 
THIRD 

BUDGET 

CASH 

SEHV 

TOTAL 

PARTY 

-000  DOLLAR 

AGEXPORT  SERVICES 

Eastern  U.S.  Agri  &  Food  Council 

68 

17 

0 

17 

3 

Mid-America  International  Agri-Trade 

99 

S6 

30 

88 

0 

National  Slate  Dept  of  Agriculture 

205 

400 

346 

746 

0 

Souttiem  U.S.  Trade  Association 

100 

24 

77 

101 

0 

Western  U.S.  Trade  Association 

205 

25 

11 

36 

0 

Division  Total 

677 

522 

464 

986 

3 

DAIRY.  UVESTOCK  A  POULTRY 

American  Embryo  Transfer  Association 

14 

2 

14 

16 

0 

American  Quarter  Horse  Association 

25 

45 

34 

79 

14 

American  Sheep  Industry 

128 

263 

43 

306 

0 

Appaloosa  Horse  Club 

10 

24 

0 

24 

0 

Leather  Industries  of  America 

175 

312 

714 

1,026 

0 

Livestock  Exporters  Association 

17 

8 

8 

16 

0 

Mohair  Council  of  America 

21 

24 

0 

24 

0 

National  Animal  Breeders 

90 

74 

0 

74 

0 

National  Association  of  Swine  Records 

49 

40 

37 

77 

12 

National  Dairy  Promotion  Board 

400 

189 

21 

210 

0 

National  Renderers  Association 

1,096 

376 

16 

392 

550 

USA  Poultry  &  Egg  Export  Council 

1.721 

156 

272 

428 

1,219 

U.S.  Beef  Breeds  Coundi 

117 

164 

38 

202 

IS 

U.S.  Dairy  Genetics 

525 

525 

60 

585 

128 

U.S.  Hide,  Skin.  Leather 

4» 

17 

39 

56 

0 

U.S.  Meat  Export  Federation 

1.723 

163 

287 

450 

400 

Division  Total 

6.155 

2,382 

1.583 

3.965 

i338 

FOREST  PRODUCTS 

National  Forest  Products  Assodaton 

^841 

1.890 

307 

i197 

290 

Division  Total 


2.841 


1.890 


307   I 


2.197   I 


290 
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FY1993 

FOREIGN  MARKET  DEVELOPMENT  PROGRAM 
BUDGETS  &  CONTRIBUTIONS 


COOPERATOR  BY 

COOPERATOR  CONTRIBUTION 

COMMODITY  DIVISION 

1                                                1 
1                           GOODS  &     1 
BUDGET         1       CASH               SERV               TOTAL 

FOREIGN 
THIRD 
PARTY 

GRAIN  AND  FEED 

Millers  Nationai  Federation 

National  Dry  Bean  CoUndl 

National  Hay  Association 

Protein  Grain  Products  International 

USA  Dry  Pea  &  Lentil  Council 

USA  Rice  Council 

U.S.  Feed  Grains  Council 

U.S.  Wheat  Assodales 

1                          000  DOLIAR 
1                                                1 

i                                    1 
1                                    1 
1                                    1 

21    1                    8                       16   1                 24 

103   1                  18                     118                   136 

SO   1                 47                         4                     51 

S3   1                 41                        29   1                  70 

177    1                  46                         54    1                 100 

1,922   1               330                         0   1               330 

6,544    1            4,994                     135   j            5.129 

7,341    1           3,500                 3,800   1            7,300 

0 

3 

0 

0 

32 

440 

1.132 

3,600 

1                                              1 
Division  Total                                                             16.211               8,984                 4,156   1          13,140 

5.207 

HORTICULTURE  &  TROPICAL  PRODUCTS 

American  Horticultural  Mailceting                               245                 315 1/                  0 
Papaya  Administrative  Committee                                 64                  160  1/                    0 

315 
160 

170 
0 

Division  Total                                                                 309                  475                        0 

475 

170 

OILSEEDS  AND  PRODUCTS 

American  Soylsean  Association                               7,400              3,483                   643 
National  Cottonseed  Products                                   141                 119                     10 
National  Peanut  Council                                              451                  175                      16 
National  Sunflowror  Association                                   301                  112                      77 

4,126 
129 
191 
189 

1,483 
4 

14 

7 

Division  Total                                                              8,293               3.889                    746 

4.635 

1,508 

TOBACCO.  COTTON  AND  SEEDS 

American  Seed  Trade  Assodaton                             236                 250                   125 
Cotton  Council  International                                   1,858              1,464                     63 
Tobacco  Associates                                                  149                 149                       0 

375 

1,527 

149 

0 

323 

0 

1                                                   1 

Division  Total 


2,243 


1,863 


188 


2,051 


323 


GRAND  TOTAL 


$36.729 


$20.005 


$7.444 


$27.449 


$9.839 


1/  Cash  contribution  includes  goods  and  services. 

Source:  Contribution  data  provided  by  commodity  divisions. 


539 

UNUQUIDATED  BALANCE 

Mr.  DuRBiN.  What  is  the  unliquidated  balance  for  the  cooperator 
program  as  of  the  end  of  fiscal  year  1992? 

Mr.  ScHROETER.  As  of  the  end  of  fiscal  year  1992,  the  unliquida- 
ted balance  totaled  $39.2  million. 

Mr.  DuRBiN.  Please  provide  for  the  record  a  table  showing  unliq- 
uidated balances  for  the  cooperator  program  for  the  past  ten  fiscal 
years. 

[The  information  follows:] 

Cooperator  Program.  Unliquidated  Balances 

[In  millions] 

Fiscal  Year:  Amount 

1983 44.5 

1984 50.6 

1985 55.5 

1986 45.4 

1987 48.7 

1988 46.7 

1989 50.8 

1990 50.3 

1991 48.0 

1992 39.2 

LANDSAT  DATA 

Mr.  DuRBiN.  How  much  did  you  receive  from  the  Commodity 
Credit  Corporation  during  fiscal  year  1992  for  the  purchase  of 
LANDSAT  data  and  what  are  your  current  plans  for  fiscal  year 
1993? 

Mr.  ScHROETER.  Under  reimbursable  agreements,  the  Commodity 
Credit  Corporation  provided  FAS  $2,200,000  in  both  fiscal  years 
1992  and  1993.  These  funds  are  used  to  acquire  and  analyze  LAND- 
SAT data  taken  over  the  United  States  to  support  ASCS  in  deter- 
mining unusual  crop  conditions  and  the  geographical  extent  of 
such  events.  In  addition,  data  is  acquired  for  use  by  FAS  in  per- 
forming continuous  crop  condition  assessments  and  production  esti- 
mation in  trade-sensitive  foreign  countries,  including  Brazil,  Argen- 
tina, Eastern  Europe,  the  former  Soviet  Union,  India,  China,  and 
Australia. 

Mr.  DuRBiN.  Have  you  reevaluated  the  need  for  LANDSAT  data 
in  view  of  the  accessibility  of  the  former  Soviet  Union?  In  other 
words,  is  the  need  for  satellite  imagery  as  great  as  it  used  to  be,  or 
do  you  have  better  ground  access  now? 

Mr.  ScHROETER.  The  Foreign  Agricultural  Service  continues  to 
have  a  strong  need  for  LANDSAT  data.  Satellite  data,  particularly 
LANDSAT,  is  acquired  for  use  by  FAS  in  performing  continuous 
crop  condition  assessments  and  production  estimation  in  many  for- 
eign countries,  including  the  republics  of  the  former  Soviet  Union. 

These  analyses  are  factored  into  the  USDA  monthly  world  crop 
production  estimates  which  provide  USDA  with  a  real-time  inde- 
pendent evaluation  of  potential  crop  production  changes.  This  im- 
proved production  information  for  the  former  Soviet  Union  is  used 
in  broad  policy  decisions  by  the  Department, 

Following  the  breakup  of  the  USSR,  ground  travel  continues  to 
be  difficult,  with  many  production  areas  virtually  inaccessible.  Visa 
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requirements  for  the  non-sovereign  republics  are  often  arbitrary 
and  cumbersome.  Fuel  shortages  and  the  need  for  gasoline  and 
diesel  "coupons"  make  overland  travel  uncertain,  at  best.  Official 
crop  statistics  vary  significantly  among  the  republics  of  the  former 
Soviet  Union  in  terms  of  availability,  accuracy,  and  timeliness  of 
release.  LANDSAT  imagery  remains  the  best  source  of  timely  and 
accurate  crop  production  information  for  the  former  Soviet  Union. 

Mr.  DuRBiN.  What  is  the  total  cost  of  the  LANDSAT  program, 
separately  identifying  people  assigned  to  the  program  and  the  pur- 
chase of  data.  You  might  show  that  information  for  fiscal  years 
1991,  1992,  and  1993. 

Mr.  ScHROETER.  The  approximate  cost  of  the  FAS  LANDSAT  pro- 
gram, in  terms  of  personnel  and  data,  for  fiscal  year  1993  is  $2,285 
million,  of  which  $1.9  million  is  for  the  purchase  of  data  and  $0,385 
million  for  personnel. 

In  fiscal  year  1992,  total  FAS  LANDSAT  costs  are  estimated  at 
$2.25  million.  Data  again  cost  $1.9  million,  with  the  remainder — 
$0.35  million — for  personnel. 

For  fiscal  year  1991,  total  costs  were  about  $2.10  million,  of 
which  $1.8  million  was  spent  for  data. 

LANGUAGE  TRAINING 

Mr.  DuRBiN.  How  much  did  you  spend  on  language  training 
during  fiscal  year  1992,, and  what  is  your  budget  for  1993? 

Mr.  ScHROETER.  In  fiscal  year  1992  FAS  spent  $470,515  on  lan- 
guage training.  The  budget  for  fiscal  year  1993  is  $520,000. 

Mr.  DuRBiN.  During  fiscal  year  1992  and  to  date  for  fiscal  year 
1993,  how  many  FAS  employees  have  been  enrolled  in  language 
training,  by  language? 

Mr.  ScHROETER.  In  fiscal  year  1992,  a  total  of  110  employees  were 
sent  to  language  training.  For  fiscal  year  1993,  as  of  today,  48  FAS 
employees  have  been  sent  to  language  training.  We  will  provide  a 
detailed  listing  for  the  record. 

[The  information  follows:] 

Fiscal  year- 


Language: 

Arabic 

Bulgarian .... 

Chinese 

French 

German 

Greek 

Indonesian.. 

Italian 

Japanese .... 

Korean 

Lithuanian .. 

Polish 

Portuguese . 
Romanian... 

Russian 

Spanish 

Swedish 

Tagalog 


1992 

1993 

1 

1 

2 

0 

9 

3 

19 

10 

5 

2 

1 

0 

2 

1 

3 

2 

6 

2 

2 

2 

1 

0 

2 

1 

1 

0 

2 

0 

11 

8 

35 

14 

1 

0 

2 

0 

541 


Fiscal  year- 


Thai 

Dutch 

Finnish 

Hausa 

Hindi 

Bamasa 

Ukranian 

Total 110 


1992 

1993 

1 

0 

0 

1 

1 

0 

1 

0 

0 

1 

1 

0 

1 

0 
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FAS  CONFERENCES 

Mr.  DuRBiN.  What  FAS  conferences  are  scheduled  during  the 
coming  12  months  and  where  and  when  will  such  conferences  be 
held? 

Mr.  ScHROETER.  FAS  tries  to  hold  conferences  in  each  of  the 
three  regions  of  the  world  at  least  every  18  months.  We  are  in  the 
process  of  organizing  a  conference  for  the  Europe,  Africa  and  the 
Middle  East  region  during  April. 

• 

EMPLOYEE  RETREATS 

Mr.  DuRBiN.  Has  FAS  held  any  employee  management  retreats 
during  the  past  12  months,  and  if  so,  where  and  what  was  the  cost? 

Mr.  ScHROETER.  FAS  has  not  held  any  employee  management  re- 
treats during  the  past  12  months. 

Mr.  DuRBiN.  Has  FAS  held  any  large  training  sessions  during 
the  past  12  months,  and  if  so,  where,  what  was  the  purpose  of  the 
training,  and  what  was  the  cost? 

Mr.  ScHROETER.  The  information  on  training  is  provided  for  the 
record. 

[The  information  follows:] 


Title  and  cost 


Location 


Purpose 


Letters  of  Credit,  $4,000 Washington,  DC Develop  knowledge  in  methods  of  payment  by 

letters  of  credit  and  required  export  documen- 
tation procedures. 

Career  Development  Workshops,  $32,000...  Washington,  DC To  impart  information  to  all  employees  about  the 

career  planning  process  including  setting  goals, 
developing  career  strategies,  and  understanding 
the  needs  of  FAS  as  well  as  their  own. 

Leadership  Academy,  $154,848 Pikesville,  MD To  enhance  leadership  skills  of  all  supervisors  and 

managers. 

Stress  Management,  $20,698 Williamsburg,  VA To  provide  employees  approaches  to  managing 

productive  stress,  thereby  benefiting  the  orga- 
nization as  well. 


TRAVEL 


Mr.  DuRBiN.  Please  provide  for  the  record  a  list  of  all  overseas 
travel  by  employees  of  the  Office  of  the  General  Sales  Manager 
during  calendar  year  1992,  including  a  description  of  the  purpose  of 
each  visit  and  the  locations  visited. 
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Mr.  ScHROETER.  The  requested  list  is  provided  for  the  record. 
[The  information  follows:] 
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NAME 

Margaret  M  Bauer 
Agrl.  Economtst 
Program  Development  OK/. 


DATES  OF  TRAVEL  CmES 

8/20-8/30^2  Minsk.  MOSCOW 


PURPOSE 

Negotiate  a  Title  I  agreement  with  the 
Government  of  the  Republic  of  Belarus. 


Randall  W.  Baxter 

Agrl.  Marketing  Specialist 

CCC  Operations  Division 


8/27/92 


Montreal 


Delivery  of  CCC  contracts  lor  sale  ot  butter 
to  Russia  and  obtain  signatures  lor 
these  documpntf:. 


Casey  E.  Bean 
Agrl.  Fconomlst 
Pro-am  Development  Olv. 


3/31-4/16/92  StocWiolm.  Riga.  Negotiate  proposed  P.L.  480.  Title  I 

Tallinn.  Vilnius.  a^eement  with  appropriate  ministry 

Copenhagen  ofllclals  In  Die  republics. 


Casey  E.  Bean 
Agrl.  Economist 
Program  Development  DIv. 


8/21  -9/6/92 


Sofia,  Yerevan, 
Moscow 


Negotiate  a  Title  I  agreement  with  the 
Government  of  tfie  Republic  of  Armenia. 


Amy  Brooksbank 
Agrl.  Economist 
Program  Development  Div. 


4/25-5/2/92  Quito,  Guayaquil  Meet  with  bankers,  imponers  and 

government  officials  to  explain  how 
the  GSM  credit  programs  work. 


Amy  Brooksbank 
Agrl.  Economist 
Program  Development  Div. 


9/22-9/30/92  San  Jose, 

Sao  Paulo 


CSalher  Information  on  Brazil's  tianklng 
sector  and  to  educate  Brazilian  bankers 
and  Importers  on  the  Export  Credit 
Guarantee  programs  (GSM -102  and 
GSM-103). 


Rlcfiard  J.  Ctiavez 

Agrl.  Marketing  Specialist 
CCC  Operations  Division 


3/23-3/27/92  Mexico  City 


Review  shipments  of  Nonfat  Dry  MIk  to 
CONASUPO  and  to  meet  with  private 
sector  purchasers  of  butteroil. 


Martha  J.  Chewning 
Agrl.  Marketing  Specialist 
CCC  Operations  DMslon 


4/27-5/1/92  Quito 


Meet  with  banks  and  private  Importers  to 
explain  the  mechanics  of  ttie  GSM  Credit 
Guarantee  programs. 


wiidries  Oelaplane 

deputy  Director 

°ro^am  Development  DIv. 


10«- 10/9/92  ^naioalcm 


Present  information  on  Export  Credits 
programs  to  a  marketing  conference 
of  the  American  Soybean  Association. 


Rictiard  Drennan 
Agrl.  Economist 
Program  Development  DIv. 


8/18-9/1/92  Istanbul,  Baku,  Negotiate  a  Title  I  agreement  with  the 

Moscow  Government  of  the  Republic 

of  Azerballan. 


Rlcfiard  L.  Godsey 
Chief,  Credit  Sales 
Registration  Branch 
CCC  Operations  Division 


4/26-6/5/92  Kiev.  Minsk.  Meet  virtth  officials  of  the  Newfy  Independent 

Moscow  States  of  the  former  Soviet  Union  to  discuss 

GSM-102/103  Credit  Guarantees  for 
fiscal  year  1992. 


67-445    O— 9.S is 
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NAME 


Rictiard  L.  Godsey 
Chief.  Credit  Sales 
Regisvaiion  Branch 
CCC  Operations  Division 


DATES  OF  TRAVEL  CITIES 

7/12-7/23/92  Jakarta 


PURPOSE 


Meet  with  Indonesian  Govefninent  officials, 
trade  and  banking  representatives  to  discuss 
operational  aspects  of  possible  GSM-102 
programs  for  fiscal  years  1992  and  1993. 


Christopher  GoldthwaK 
Asst.  General  Sales  Mgr. 
and  Asst.  Administrator. 
Export  Credits 


4/20-4/23/92  Bom 


Attend  me  G-7  Food  Aid  WoiKlng 
Group  meeting. 


Christopher  Goldttiwatt 
/Vssi.  General  Sales  Mgr. 
and  Asst.  Adminlsirator, 
Export  Credits 


5/31  -6/6/92  Moscow.  Sofla 


Discuss  Credit  Guarantee  and 
review  USDA  tecfmlcal  assistance. 


Crirlslopher  Goldthwalt 
Asst.  General  Sales  Mgr. 
and  /Vsst.  Administrator. 
Expon  Credits 


9/26  - 1 0/2/92  Moscow. 

Ivanovo. 
St.  Petersburg 


Conclude  credit  and  food  aid  discussions. 


Ctvlstopher  Goldthwait 
Asst.  General  Sales  Mgr. 
and  /Vsst.  Administrator. 
Export  Credits 


10/17-10/27/92  Casablanca. 

Algiers 


Credit  guarantee  negodatlons/consultatlons 
with  Algerian  officials. 


Patricia  Haslach 
/krea  Manager.  LaUn 
/American  &  Caribbean 
Pro-am  Development  DIv. 


2/2-2/4/92  Mexico  City  Represent  Export  Credits  at  the  ttvestock 

genetics  cooperator  conference  In  Mexico 
CBy  and  speak  to  the  representatives 
from  the  Mexican  trade  about  the 
Expon  Credit  Guarantee  programs 
GSM-102/103  for  Mexico. 


Patricia  Haslach 
/Vrea  Manager.  Ladn 
American  &  Caribbean 
Program  Development  Div. 


6/24-5/30/92  Prague.  MOSCOW.         Support  Deputy  Seaetary  Veneman  for  trip 

Bucharest.  Sofia.  of  Deputy  Coordinators  of  U.S.  assistance 

Tirane.  Bonn  to  Eastern  Eirope  and  the  Newly 

Independent  States. 


James  Higglston 

/Vrea  Manager.  Europe  and 

Africa  Area. 

Pro-am  Development  DIv. 


10/23-11/2/92  Algiers.  Moscow  Conduct  credit  consultations  In  Algiers. 

Discuss  P.L.  480  and  Credit  Guarantee 
programs. 


Lorle  Jacobs 
Agricultural  Economist 
Program  /Analysis  DIv. 


11/18-11/25/92 


Moscow 


Negotiate  Food  /\ld  agreement. 
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NAME 

James  Keefer 

Chief. 

Special  Programs  Branch 

Program  Analysis  Div. 


DATES  OF  TRAVEL  CfTIES 

5/16-6/23/92  Rome 


PURPOSE 

AHend  meeting  of  the  U.S.  Delegations 
to  tfie  CFA  and  SCP.  FAO/World  Food 
Program. 


.iaunlta  Ivl.  l-ambert 
Agrl.  IvtarKetlng  Specialist 
Prog^am  Analysis  Dtv. 


10/24-10/31/92  Rome 


/Vttend  U.S.  Delegations  of  Hie  ninth  session 
of  the  World  Food  Prog-am  Sub -Committee 
on  projects.  SCP-9. 


Marc  P.  Mealy 
Agricultural  Economist 
Progam  Development  DIv. 


9/10-9/24/92  DarEs  Salaam.  Accompany  the  U.S.  Wheat  Associates  on  a 

Harare.  Kampala.         Wheat  Procixement  Consultation  MIssloa 
Nairobi.  Cairo  and  meet  wttti  grain  traders,  millers  and 

government  officials. 


Benjamin  Muskovitz 
Agricultural  Economist 
Progam  Development  DIv. 


3/8-3/20/92  Caracas,  Negotiate  and  sign  an  $8  million 

Paramaribo.  P.l_  480.  Tide  I  program.  Meet  wim 

Wlllemstead  government  officials  and  private  sector 

Importers  and  discuss  Venezuela's 

GSM  progams. 


Benjamin  Muskovitz 
Agricultural  Economist 
Progam  Development  DIv. 


6/27-7/4/92  Guatemala  City,  Meet  with  appropriate  government  officials, 

San  Salvador  Importers  and  banks  to  discuss 

nscal  year  1 993  P.L.  480.  Title  I 
and  GSM-102  programs. 


Benjamin  Muskovitz 
Agricultural  Economist 
Progam  Development  DIv. 


8/20-8/30/92  TBilisi.  Moscow  Negotiate  a  Title  I  agreement  with  the 

Government  of  the  Republic  of  Georgia. 


James  T.  O'Meara 

NIS  Food  Aid  Coordinator 

Export  Credits 


3/31-4/11/92  Moscow.  Attend  World  Bank  Food  Strategy  Meeting 

St  Petersburg  m  Moscow;  panicipate  in  USDA  negotiations 

on  Section  416  agreement  with  Russian 
Humanitarian  Assistance  Commission: 
consult  with  USDA  officials  at  U.S.  Embassy, 
on-site  coordinator  lor  food  aid.  CARE  food 
aid  monitors,  and  other  U.S.  government 
and  PVO  representatives  involved 
'n  grant  food  aid  programs,  and  check  food 
aid  activities  related  to  pert.  rail. 
and  truck  operattons  In  St.  Petersbirg. 


James  T.  O'Meara 

NlS  Food  Aid  Coordinator 

Export  Credits 


10/26-10/31/92 


Tokyo 


Represent  USDA  and  assist  Amtiassador 
Armitage  at  the  Tokyo  International 
Donors  Conference  for  the  Newly 
Independent  States. 


Keith  PInkerton 
Agricultural  Economist 
Program  Analysis  Div. 


4/19-6/2/92  Khabarovsk.  Accompany  an  alrlin  of  humanitarian 

Moscow  relief  to  the  Russian  Federation,  and 

assist  with  the  off-loading  and  distribution. 
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NAME 

Lynne  A.  Reich 

Acting  Area  Manager.  EAA 

Program  Development  Olv. 


DATES  OF  TRAVEL  CfTIES 

11/8-11/18/92  Singapore. 

Jakarta. 
Kuala  Lumpur 


PURPOSE 

Participate  In  a  seminar  on  ttie  GSM-1 02 
program  for  local  banks  and  Importers. 
Resolve  oceratlonal  Issues  related  to 
bank  financing  under  fiscal  year  1993 
GSM -102  program. 


Lynne  A.  Reich 

Acting  Area  A/lanager.  EAA 

Program  Development  Div. 


1/11-1/22/92  Bucharest.  Accompany  CCI  Regional  Director 

Sofia.  Prague  and  to  develop  and  promote 

.,.    _.  Vienna  fiscal  year  1992  GSM''"'^  ;'■" -'"«• 


Donald  Street 
Chief  Negotiator 
CCC  Operatlans  DIv. 


1/1 4-1/1 6/92  Mexico  City  Meet  with  representatives  of 

CONASUPO  and  Liconsa  regarding  the 
purchase  of  CCC  owned  dairy  products. 


Donald  Street 
Chief  Negotiator 
CCC  Operations  Dh/. 


4/15-4/16/92  Mexico  City 


Discuss  the  operations  of  the 
Dairy  Export  Incentive  program  with 
CONASUPO. 


Donald  Street 
Chief  Negotiator 
CCC  Operations  OK/. 


Eric  A.  Wenberg 
AgMcultural  Economist 
Program  Development  DIv. 


10/19-1 0/23/92  Brussels,  Geneva 


2/1 4  -  3/1  /92  Sanaa.  Amman 


Discuss  dairy  sales  with  Nestle  Corp.  for 
fiscal  year  1993  and  to  dicuss  world 
dairy  situation  with  European  Community 
contacts  and  Dairy  Commission  officials. 

Confer  with  overseas  agricultural  officers 
regarding  Export  Credit  programs  and  to 
facilitate  Title  I.  P.L  480  signature 
with  Jordan. 


Glenn  D.  Whiteman 
Deputy  Asst.  Adminislrator 
for  Export  Credits 


Glenn  0.  Whiteman 
Deputy  Asst.  Administrator 
lor  Export  Credits 


2/2-2/8/92 


Dut>ai.  Tinls 


5/19-6/22/92  San  Jose 


Participate  In  U.S.  Feed  Grains  Council 
Regional  Seminar.  Meet  With  GOI  bank 
and  industry  representatives  regarding 
the  P.  L  480  programs. 

Meet  wrtth  host  government,  trade  and 

banking  officials  on  operation  of 

title  i  P.L.  480  and  GSM- 1 02/1 03  programs. 


<^\'    1  0.  Whiteman 
L.ui'iy  Asst.  Administrator 
for  Export  Credits 


6/30-7/8/92  Vienna. 

Bucharest 


Participate  in  Cotton  Council  International 
Seminar  for  Eastern  Europe  cotton 
Importers  to  teach  them  to  utilize  GSM-l  03. 
Review  GSM-1 02.  P.l_  480  and 
Section  41 6  pro^'ams. 


Glenn  D.  Whiteman 
Deputy  Asst.  Adminislrator 
for  Export  Credits 


9/21  -9/24/92  Vienna 


Participate  in  U.S.  Feed  Grains  Seminar 
tor  Eastern  Etxopean  importers. 


Glenn  0.  Whiteman 
Deputy  Asst.  Administrator 
for  Export  Credits 


10/12-10/17/92  San  Jose 


Participate  in  the  Western  Hemisphere 
Regional  Attache  Conference. 
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HIRING  FREEZE 

Mr.  DuRBiN.  Last  November  6,  the  Administrator  of  FAS  sent  a 
letter  to  all  employees  regarding  a  hiring  freeze.  In  that  letter  it 
was  stated  that  current  employment  was  now  at  904  and  the  freeze 
was  put  on  in  order  to  reduce  employment  to  873.  Where  does  your 
employment  currently  stand? 

Mr.  ScHROETER.  As  of  today,  FAS  permanent  employment  totals 
877,  a  reduction  of  27  personnel  since  the  implementation  of  the 
hiring  freeze.  However,  it  should  be  pointed  out  that  of  the  27  sepa- 
rations, 8  were  Schedule  "C"  employees  from  the  former  Adminis- 
tration. Some  of  these  positions  will  be  refilled  in  the  near  future. 

OTHER  SERVICES  ACCOUNT 

Mr.  DuRBiN.  Please  provide  a  detailed  sub-object  class  breakdown 
for  the  "Other  Services"  account  for  fiscal  years  1992,  the  fiscal 
year  1993  budget  request,  and  your  current  plan  for  fiscal  year 
1993. 

Mr.  ScHROETER.  I  will  provide  that  information  for  the  record. 

[The  information  follows:] 

OTHER  SERVICES 

[In  thousands  of  dollars] 

,00,         1993  budget        1993  current 
'^^'^  request  plan 

Consulting  services $1,039 

NFC  services 149 

Arts  and  graphics 176 

Training 1,395 

Storage  of  household  goods 224 

Security  investigations 205 

Representation 125 

Maintenance  and  repair  of  equipment 566 

Design  Fees  and  construction 775 

Cooperator  projects— market  development 24,599 

Distributed  administrative  support 5,544 

ADP  services 3,096 

Medical  and  dental  care 68 

Miscellaneous  services 2,998 


$908 

$870 

149 

149 

176 

176 

1,136 

1,074 

224 

224 

205 

205 

125 

134 

431 

432 

775 

775 

27,337 

17,337 

6,097 

6,429 

3,096 

10,823 

68 

69 

1,558 

1,647 

Total $40,959  $42,285  $40,344 


EQUIPMENT 

Mr.  DuRBiN.  Please  provide  a  sub-object  class  breakdown  for  the 
"Equipment"  account  for  fiscal  year  1992,  the  original  budget  re- 
quest for  1993,  and  the  current  plan  for  fiscal  year  1993. 

Mr.  ScHROETER.  I  will  provide  that  for  the  record. 

[The  information  follows:] 
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EQUIPMENT 

[In  thousands  of  dollars] 


,qqi         1993  budget        1993  current, 
''^'  request  plan 


Motor  Vehicles $137 

ADP 1.130 

Attaches  furniture  &  fixtures 510 

Other  equipment 643 


$142 

$33 

697 

0 

237 

142 

750 

308 

Total $2,420  $1,826  $483 


STAFF-YEARS  AND  DOLLARS  BY  PROGRAM 

Mr.  DuRBiN.  Please  provide  for  the  record  a  table  similar  to  the 
table  that  appears  on  page  323  of  last  year's  hearings  that  shows 
each  of  the  programs  of  the  General  Sales  Manager  and  the  staff- 
years  and  dollars  associated  with  each. 

Mr.  ScHROETER.  The  requested  table  is  provided  for  the  record. 

[The  information  follows:] 

OFFICE  OF  THE  GENERAL  SALES  MANAGER 

[Dollars  In  millions] 
Program  ^^^\^""'         Support  costs  Staff-years 


$888.9 

$1.5 
.6 

3.6 
.5 

2.7 

24 

810.0 

10 

1,200.0 

51 

100.0 

9 

5,700.0 

51 

Public  Law  480 

Title  I/Ill 

Title  11/416 

EEP 

Direct  Sales 

GSM  102/103 

Total $8,698.9  $8.9  145 

Mr.  DuRBiN.  According  to  the  table  in  last  year's  hearing,  51  of 
your  145  staff-years  are  devoted  to  the  GSM-102/103  program. 
Since  this  program  is  a  government  guarantee  of  a  commercial 
sale,  why  is  this  program  so  labor-intensive? 

Mr.  ScHROETER.  The  primary  reason  for  the  indicated  staff  re- 
quirements is  simply  that  these  programs  are  quite  large  and  labor 
intensive.  To  illustrate,  during  fiscal  year  1992,  U.S.  exporters  ob- 
tained more  than  $5.6  billion  in  guarantee  coverage  on  sales  to 
more  than  30  countries.  Nearly  4,000  individual  payment  guaran- 
tees were  approved  during  this  period,  and  in  addition  over  450 
amendments  to  guarantees  were  processed.  Because  each  guaran- 
tee normally  involves  more  than  one  shipment,  we  processed  an  es- 
timated 11,000  Evidence  of  Export  Reports  wherein  we  learned  of 
actual  values  shipped,  repayment  schedules  for  credits  extended  by 
U.S.  banks,  and  resulting  CCC  contingent  liabilities.  We  are  also 
conducting  compliance  review  of  exporter  records,  including,  when 
indicated,  field  reviews  at  company  offices. 

Along  with  sheer  program  size,  more  rigorous  program  controls, 
some  emanating  from  provisions  of  the  Food,  Agriculture,  Conser- 
vation, and  Trade  Act  of  1990,  have  increased  work  requirements. 
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Examples  include  a  review,  prior  to  program  announcement,  of  the 
ability  of  the  importing  country  to  adequately  service  CCC-guaran- 
teed  debt;  a  review  of  information  submitted  by  each  exporter  to 
determine  eligibility  for  participation;  a  review  of  each  export 
transaction  to  determine  whether  the  commodity  price  falls  within 
prevailing  market  ranges. 

We  continue  to  try  to  administer  these  programs  more  efficient- 
ly, and,  in  particular,  seek  to  enhance  productivity  by  improve- 
ments to  our  computerized  data  systems. 

OBJECT  CLASSIFICATION  TABLE 

Mr.  DuRBiN.  Please  provide  for  the  record  an  object  classification 
table  for  the  Office  of  the  General  Sales  Manager  for  fiscal  year 
1992,  the  fiscal  year  1993  original  budget  request,  and  the  current 
plan  for  fiscal  year  1993. 

[The  information  follows:] 

GENERAL  SALES  MANAGER,  CLASSIFICATION  BY  OBJECTS,  FISCAL  YEAR  1992-FISCAL  YEAR  1993 

[Dollars  in  thousand] 

,qgp  1993  budget       1993  current 

request  plan 

Personnel  Compensation $6,729  $6,117  $6,776 

Personnel  Benefits 1,252  1,038  1,459 

Travel  and  Transportation  of  Persons 

Transportation  of  Things 

Rents,  Communications,  Utilities 

Printing  and  Reproduction 

Other  Services 

Supplies  and  Materials 

Equipment 

Total $9,071  $8,782  $8,866 


OTHER  SERVICES  AND  EQUIPMENT 

Mr.  DuRBiN.  Please  provide  a  sub-object  class  breakdown  for 
"Other  Services"  and  "Equipment"  for  fiscal  year  1992,  the  fiscal 
year  1993  original  budget  request,  and  the  current  fiscal  year  1993 
spending  plan. 

[The  information  follows:] 

OTHER  SERVICES,  FISCAL  YEAR  1992-FISCAL  YEAR  1993 

[In  thousands  of  dollars] 

.qqj  1993  budget        1993  current 

request  plan 

Contractual  services 

NFC  services 

Arts  and  graphics 

Training 

Security  investigations 

Maintenance  and  repair  of  equipment 

Miscellaneous  services 

Total $327  $398  $196 


305 

426 

15 

237 

13 

6 

297 

399 

126 

55 

61 

25 

327 

398 

196 

79 

29 

37 

14 

299 

4 

$15 

$135 

$15 

37 

37 

40 

1 

1 

1 

48 

61 

50 

66 

52 

50 

31 

9 

31 

129 

103 

9 
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EQUIPMENT,  FISCAL  YEAR  1992-FISCAL  YEAR  1993 

[In  thousands  ol  dollars] 


1002  1993  budget        1993  current 

request  plan 


AOP $0  $255  $0 

Other  equipment 14  44  4 

Total $14  $299  $4 


WORLD  TRADE  BY  MAJOR  COMMODITY 

Mr.  DuRBiN.  Would  you  please  provide  for  the  record  a  list  show- 
ing the  amount  of  commodities  that  moved  in  world  trade  for  each 
of  the  last  ten  years  and  the  U.S.  share  of  that  trade? 

[The  information  follows:] 
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WORLD  AGRICOLTDRAL  TRADE 
The  United  States  and  its  Competitors 
October -September  Years 
(Million  Metric  Tons) 


D.S. 

U.S. 

Competitors 

Others 

Total 

Share  % 

Wheat /Flour 

1982/83 

39.4 

54.0 

6.0 

99.4 

40 

1983/84 

43.2 

59.2 

S.7 

108.1 

40 

1984/85 

29.6 

58.5 

7.8 

95.9 

31 

1985/86 

27.1 

53.5 

5.5 

86.1 

31 

1986/87 

30.1 

57.2 

6.6 

93.9 

32 

1987/88 

43.4 

54.3 

7.2 

104.9 

41 

1988/89 

37.8 

48.7 

11.2 

97.7 

39 

1989/90* 

33.5 

54.8 

8.7 

97.0 

35 

1990/91* 

28.3 

57.7 

8.3 

94.4 

30 

1991/92*e 

35.1 

58.9 

14.2 

108.2 

32 

1992/93*f 

36.5 

56.7 

8.2 

101.4 

36 

Coarse  Grains 

1982/83 

54.0 

28.6 

7.5 

90.1 

60 

1983/84 

55.8 

30.7 

6.0 

92.5 

60 

1984/85 

55.5 

33.3 

12.8 

101.6 

55 

1985/86 

36.4 

33.8 

11.1 

81.3 

45 

1986/87 

47.5 

26.1 

10.0 

83.6 

57 

1987/88 

53.5 

22.3 

7.8 

83.6 

64 

1988/89 

61.2 

24.0 

8.8 

94.0 

65 

1989/90* 

69.1 

23.9 

8.7 

101.7 

68 

1990/91* 

51.8 

22.5 

12.4 

86.7 

60 

1991/92*6 

50.2 

26.0 

17.3 

93.4 

54 

1992/93*f 

52.5 

27.7 

11.0 

91.3 

58 

*  Observations  are  on  marketing  a  year  basis;  wheat/flour  (July/ June)  aind 
coarse  grains  (October -September) . 
e  =  Estimate 
f  =  Forecast 


k 
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WORLD  AGRICDLTDRAL  TRADE 
The  United  States  and  its  Competitors 
October -September  Years 
(Million  Metric  Tons) 


U.S. 

O.S. 

Cnnpetitors 

Others 

Total 

Share  V 

Rice 

1982/83 

2.3 

9.6 

-- 

11.9 

19 

1983/84 

2.2 

10.3 

-- 

12.5 

■"? 

1984/85 

r.8 

9.3 

-- 

11.1 

XL 

1985/86 

2.2 

10.6 

-- 

12.8 

17 

1986/87 

2.5 

10.1 

-- 

12.6 

20 

1987/88 

2.3 

10.0 

-- 

12.3 

19 

1988/89 

2.8 

12.3 

-- 

15.1 

19 

1989/90* 

2.4 

5.4 

4.4 

12.2 

20 

1990/91* 

2.2 

6.3 

4.3 

12.8 

17 

1991/92*e 

2.1 

7.3 

5.7 

15.1 

14 

1992/93*f 

2.4 

6.3 

5.9 

14.6 

16 

Cotton 

1982/83 

1.14 

1.99 

1.10 

4.23 

27 

1983/84 

1.53 

1.81 

0.87 

4.21 

36 

1984/85 

1.28 

2.03 

1.12 

4.43 

29 

1985/86 

0.48 

2.78 

1.19 

4.45 

11 

1986/87 

1.41 

2.80 

1.42 

5.63 

25 

1987/88 

1.43 

2.40 

1.21 

5.04 

28 

1988/89 

1.34 

2.83 

1.47 

5.64 

24 

1989/90* 

1.67 

1.85 

1.70 

5.23 

32 

1990/91* 

1.70 

2.46 

0.83 

4.99 

34 

1991/92* 

1.45 

2.77 

0.66 

4.88 

30 

1992/93*f 

1.35 

2.74 

0.80 

4.89 

28 

*  Observations  are  on  a  marketing  year  basis;  rice  (January/December)  and 
cotton  (August /July) . 
e  =  Estimate 
f  =  Forecast 
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WORLD  AGRICULTDRAL  TRADE 
The  United  States  and  its  Competitors 
October -September  Years 
(Million  Metric  Tons) 


U.S. 

U.S. 

Competitors 

Others 

Total 

Share  % 

Soybeans        : 

1982/83      : 

24.5 

3.1 

0.4 

28.0 

88 

1983/84      : 

19.3 

5.0 

0.9 

25.2 

77 

1984/85      : 

lo.6 

7.2 

1.3 

25.1 

.  o 

1985/86      : 

20.1 

3.9 

1.6 

25.6 

79 

1986/87      : 

21.3 

5.1 

2.1 

28.5 

75 

1987/88      : 

21.0 

5.2 

1.8 

28.0 

75 

1988/89      : 

14.1 

6.2 

1.7 

22.0 

64 

1989/90* 

17.0 

8.6 

1.8 

27.4 

62 

1990/91*     : 

15.2 

8.0 

1.9 

25.1 

61 

1991/92*e 

18.6 

7.8 

1.7 

28.1 

66 

1992/93*f 

20.3 

8,7 

1.6 

30.6 

66 

Soybecin  Meal 

1982/83 

6.4 

12.8 

1.8 

21.0 

30 

1983/84 

4.9 

11.7 

2.1 

18.7 

26 

1984/85 

4.5 

13.2 

1.8 

19.5 

23 

1985/86 

5.5 

12.8 

1.9 

20.2 

27 

1986/87 

6.7 

13.8 

1.9 

22.4 

30 

1987/88 

6.2 

12.8 

3.2 

22.2 

28 

1988/89 

4.7 

14.8 

3.1 

22.6 

21 

1989/90* 

4.8 

18.0 

3.2 

26.0 

18 

1990/91* 

5.0 

17.5 

4.4 

26.9 

19 

1991/92*6 

6.2 

22.7 

3.8 

28.9 

21 

1992/93*f 

5.5 

18.4 

3.4 

27.3 

20 

Soybean  Oil 

1982/83 

:      0.92 

2.30 

0.14 

3.36 

27 

1983/84 

0.83 

2.48 

0.16 

3.47 

24 

1984/85 

:      0.75 

2.19 

0.12 

3.06 

25 

1985/86 

0.57 

1.85 

0.11 

2.53 

23 

1986/87 

0.54 

2.51 

0.18 

3.23 

17 

1987/88 

:      0.85 

2.13 

0.27 

3.25 

26 

1988/89 

:      0.75 

2.20 

0.27 

3.22 

23 

1989/90* 

:      0.61 

3.03 

0.30 

3.94 

15 

1990/91* 

:      0.35 

2.98 

0.31 

3.64 

10 

199l/92*e 

:      0.75 

3.05 

0.37 

4.17 

18 

1992/93*f 

:      0.77 

3.16 

0.37 

4.30 

18 

*  Observations  for  the  last  three  years  are  on  a  marketing  year  basis, 
e  =  Estimate 
f  =  Forecast 


8,362 

8,100 

7,176 

7,700 

4,800 

4,700 

3,667 

4,100 

2,685 

1,900 

2,195 

2,300 

1,911 

1,900 

815 

900 

707 

600 

689 

400 

9,307 

9,900 

42,314 

42.500 
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AGRICULTURAL  EXPORTS 

Mr.  DuRBiN.  Would  you  please  provide  for  the  record  the  top  ten 
U.S.  agricultural  export  markets,  in  terms  of  dollar  value,  for  fiscal 
years  1991  and  1992,  and  the  forecast  for  fiscal  year  1993? 

Mr.  ScHROETER.  The  requested  information  will  be  provided  for 
the  record. 

[The  information  follows:] 

TOP  TEN  MARKETS  FOR  U.S  AGRICULTURAL  EXPORTS-FISCAL  YEARS  1991, 1992,  AND  1993 

[In  millions  of  dollars] 

C"""'^  "91  1992  t]^^^, 

Japan 7,720 

European  Community  > 6,762 

Canada 4,400 

Mexico 2,879 

Former  Soviet  Union 1,755 

South  Korea 2,154 

Taiwan 1,735 

Hong  Kong 743 

Egypt 691 

China 667 

Other  Countries 8,027 

World  Total 37,533 

•  Includes  former  East  Germany 

Note.— Ranking  based  on  fiscal  year  1992. 

AGRICULTURAL  IMPORTS 

Mr.  DuRBiN.  Would  you  please  provide  for  the  record  the  top  ten 
country  sources  for  U.S.  agricultural  imports,  in  terms  of  dollar 
value,  for  fiscal  years  1991  and  1992,  and  the  estimate  for  fiscal 
year  1993? 

Mr.  ScHROETER.  The  sources  for  U.S.  agricultural  imports  will  be 
provided  for  the  record. 

[The  information  follows:] 

TOP  TEN  SUPPLIERS  FOR  U.S.  AGRICULTURAL  IMPORTS  FISCAL  YEARS  1991, 1992,  AND  1993      - 

[In  millions  of  dollars] 
Country 1991  1992  J^^^, 

European  Community  ' 4,423 

Canada 3,206 

Mexico 2,523 

Brazil 1,320 

Australia 1,278 

Colombia 766 

New  Zealand 856 

Indonesia 659 

Turkey 323 

Thailand 485 

Other  Countries 6,718 

World  Total 22,557 

'  Includes  former  East  Germany 

2  Indicated  country  estimates  not  yet  available. 

Note.— Ranking  based  on  fiscal  year  1992. 


4,733 

5,000 

3,879 

4,200 

2,270 

2,600 

1,358 

1,200 

1,121 

(^) 

871 

{^) 

848 

{') 

789 

(==) 

675 

{') 

647 

n 

7,055 

n 

24,246 

24,500 
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REPRESENTATION  ALLOWANCE 

Mr.  DuRBiN.  During  fiscal  year  1992,  how  much  of  the  represen- 
tation allowance  was  used  in  Washington  and  how  much  was  used 
overseas? 

Mr.  ScHROETER.  Of  the  $125,000  available  for  representation  ac- 
tivity in  fiscal  year  1992,  $93,630  of  representation  funds  was  used 
overseas  and  $31,173  was  used  in  Washington. 

Mr.  DuRBiN.  Please  provide  for  the  record  a  listing  of  how  the 
funds  were  used  in  Washington  during  fiscal  year  1992. 

Mr.  ScHROETER.  The  requested  listing  will  be  provided  for  the 
record. 

[The  information  follows:] 

REPRESENTATION-WASHINGTON  COURTESIES,  FISCAL  YEAR  1992 

Date                                                                            Function  Amount 

Oct.  1 Administrator/Czectioslovakia $95 

Oct.  22-23 Administrator/NARA 1,245 

Oct.  17 Under  Secretary/Soviet  Delegation 101 

Oct.  21 Administrator/Netherlands 85 

Oct.  28 Under  Secretary/Foreign  Attaches/coffee 158 

Nov.  1 Secretary  Madigan/Mexico/gift 42 

Nov.  5 Assistant  Secretary/Tunisia 1,584 

Nov.  21 Administrator/Taiwan 540 

Jan.  5 Secretary  Yeutter/Soviet  Delegation 443 

Feb.  8 Administrator/Taiwan 1,751 

Feb.  15 Deputy  General  Sales  Manager/Poland 3,739 

Feb.  22 Secretary  Yeutter/FAO  Director  Saouma 283 

Mar.  6 Administrator/Foreign  Attache  Reception 646 

Mar.  4 Under  Secretary/Mexico 56 

Mar.  22 Assistant  Administrator/Japan/coffee 119 

Mar.  25 Secretary  Madigan/Gifts  for  Foreign  Diplomats 860 

Apr.  8 Administrator,  Mongolian  Agricultural  Delegation 421 

Apr.  8-10 Korean  Delgation/coffee 556 

Apr.  11 Assistant  Administrator/Korean  Delegation 33 

Apr.  26 Assistant  Secretary/Mexico/lunch 813 

May  13 General  Sales  Manager/Canada 167 

May  14 White  House  team/Europe 266 

May  22 Agricultural  Research  Service/France 175 

Jun.  3 Deputy  Assistant  Secretary/Bulgaria 228 

Jun.  4 Assistant  Administrator/Japanese/USTR 163 

Jun.  14 Secretary  Madigan/Gifts 102 

Jun.  17 Under  Secretary/Soviets 1,285 

Jun.  19 Secretary  Madigan/Soviets 42 

Jun.  24 Director,  Grain  &  Feed  Div./iWC/London 20 

Jun.  28 Secretary  Madigan/Gifts 113 

Jul.  3 Assistant  Administrator/US-Japan  Dairy  Team 140 

Jul.  11-12 Assistant  Administrator/Mexico/Canada 97 

Aug.  14 General  Sales  Manager/Australia 627 

Aug.  14 Deputy  Secretary/Australia 40 

Aug.  23 Associate  Administrator/China 568 

Sept.  2 Agricultural  Research  Service/France 1,733 

Sept.  9-11 Assistant  Secretary/Algeria 58 

Sept.  17 Secretary  Madigan/McSherry 1,160 

Sept.  19 Administrator/Foreign  Attaches 9,983 

Sept.  30 Secretary  Madigan/Gifts 100 

Sept.  30 Assistant  Administrator/Thailand 488 

Sept.  30 Secretary  Madigan/Canada 48 

Total $31,173 
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Mr.  DuRBiN.  Please  provide  for  the  record  a  listing  of  how  the 
funds  have  been  used  to  date  during  fiscal  year  1993. 

Mr.  ScHROETER.  The  requested  list  of  FY  1993  funds  used  to  date 
will  be  provided  for  the  record. 

[The  information  follows:] 

REPRESENTATION-WASHINGTON  COURTESIES,  FISCAL  YEAR  1993  AS  OF  FEBRUARY  25, 1993 

Date                                                                            Function  Amount 

Oct.  6 General  Sales  Manager/Netherlands $100 

Oct.  27-23 Assistant  Secretary/Mexico 982 

Oct.  28 Under  Secretary/Foreign  Embassy  Attaches 744 

Oct.  28 General  Sales  Manager/CONASUPO-Mexico 121 

Nov.  1-3 Secretary  Madigan/GATT  negotiations 2,706 

Nov.  4 General  Sales  Manager/Ptiilippines/coffee 77 

Nov.  19 Secretary  Madigan/GATT  negotiations 1,000 

Nov.  12 General  Sales  Manager/Alma  Ata  Govt.  Office 137 

Dec.  14 Assistant  Administrator/Saudi  Arabia 30 

Dec.  15 Secretary  Madigan/Gifts 1,160 

Dec.  17 Administrator/Foreign  Embassy  Attacties/reception 2,658 

Total $9,715 


PASSENGER  MOTOR  VEHICLES 

Mr.  DuRBiN.  Last  year,  you  advised  the  Committee  that  FAS 
owned  two  vehicles  located  in  Japan  and  both  were  of  Japanese 
manufacture.  Now  that  U.S.  manufacturers  are  making  right-hand 
drive  vehicles,  will  those  two  be  replaced  with  U.S.-manufactured 
vehicles  when  the  time  comes  for  their  replacement? 

Mr.  ScHROETER.  Only  one  vehicle  will  be  replaced  approximately 
6  years  from  now  based  on  our  replacement  cycle.  At  that  time  we 
will  fully  explore  the  feasibility  of  purchasing  a  U.S.-manufactured 
vehicle,  taking  into  consideration  availability  of  replacement  parts 
and  repair  facilities.  We  understand  that  the  Chrysler  Corporation 
now  manufactures  a  right-hand  drive  Jeep  Cherokee,  which  would 
certainly  meet  our  needs.  We  do  not  plan  to  replace  the  second  ve- 
hicle when  it  becomes  too  expensive  to  maintain. 

P.L.  480  DEBT  FORGIVENESS 

Mr.  DuRBiN.  In  September  1991,  the  Department  forgave  a  total 
of  $419  million  of  P.L.  480  debt  owed  by  8  African  countries.  Those 
countries  were  Ghana,  Kenya,  Madagascar,  Malawi,  Mozambique, 
Senegal,  Tanzania  and  Uganda.  How  much  of  each  country's  debt 
was  forgiven  and  is  there  any  remaining  balance? 

Mr.  ScHROETER.  P.L.  480  debt  was  reduced  for  the  countries  you 
named  under  authority  of  Title  IV,  Section  411  of  P.L.  480,  as 
amended  by  the  1990  FACT  Act.  The  following  approximate 
amounts  of  P.L.  480  debt  were  forgiven  for  each  country:  Ghana 
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$95.8  million,  Kenya  $102.0  million,  Madagascar  $53.4  million, 
Malawi  $2.2  million,  Mozambique  $52.9  million,  Senegal  $34.5  mil- 
lion, Tanzania  $59.1  million  and  Uganda  $16.3  million.  Except  for 
Senegal,  these  countries  have  no  outstanding  P.L.  480  balances. 

Mr.  DuRBiN.  Are  there  other  countries  that  qualify  for  debt  for- 
giveness under  the  law  and  in  what  amounts? 

Mr.  ScHROETER.  The  countries  in  Africa  that  have  P.L.  480  debt 
are — Congo,  Ethiopia,  Guinea,  Ivory  Coast,  Liberia,  Senegal,  Sierra 
Leone,  Somali  Republic,  Sudan,  Zaire,  Zambia  and  Zimbabwe. 
These  countries  were  not  eligible  for  debt  forgiveness  under  P.L. 
480,  Section  411  in  fiscal  year  1991.  The  law  requires  that  the  coun- 
try be  undertaking  significant  positive  economic  measures  in  con- 
junction with  the  International  Monetary  Fund  or  the  World  Bank. 
No  section  411  appropriation  authority  was  requested  or  provided 
in  fiscal  years  1992  and  1993. 

Mr.  DuRBiN.  What  are  the  Administration's  plans  for  forgiveness 
of  old  P.L.  480  debts? 

Mr.  ScHROETER.  Of  the  $40  million  appropriation  provided  under 
the  Enterprise  for  the  America's  Initiative  in  fiscal  year  1993,  we 
have  applied  $39.6  million  of  this  authority  to  forgive  debt  for  El 
Salvador  and  Uruguay.  We  hope  to  use  the  balance  to  reduce  part 
of  Paraguay's  P.L.  480  Title  I  debt  should  that  country  become  eli- 
gible. It  is  expected  that  budget  authority  will  again  be  requested 
to  continue  the  reduction  of  some  P.L.  480  Title  I  debt  under  EAI 
during  fiscal  year  1994,  but  the  exact  details  are  still  being  worked 
out. 

Mr.  DuRBiN.  Thank  you  very  much. 

Mr.  Skeen? 

SUPPLEMENTED  CORPORATE  PROMOTION 

Mr.  Skeen.  Thank  you,  Mr.  Chairman. 

And  before  we  begin  here,  I  am  a  supporter  of  MPP  and  thought 
it  was  a  good  idea,  but  let  me  ask  you  one  question.  I  think  this  is 
bottom  line. 

In  determining  the  so-called  advancement  in  grants  in  this  pro- 
gram, has  any  determination  ever  been  made  as  to  whether  supple- 
mented funds  were  already  being  expended  by  these  corporations? 

In  other  words,  if  Dole  or  McDonald's  or  somebody  else  had  been 
budgeting  for  foreign  sales,  did  this  grant  money  then  reduce  their 
commitment  to  that  effort?  Or  is  that  proprietary  information  that 
is  not  available  to  you?  If  not,  why  not? 

Mr.  Mackie.  We  do  not  have  that  information,  as  I  indicated  in 
my  answer  to  Mr.  Durbin.  We  are  trying  to  collect  that  informa- 
tion now,  Mr.  Skeen,  and  we  hope  to  have  it  together  in  an  aggre- 
gate format,  not  related  to 

Mr.  Skeen.  But  is  that  part  of  your  determination? 

Mr.  Mackie.  No,  it  is  not. 

Mr.  Skeen.  Well,  I  think  it  should  be,  because  if  you  are  sup- 
planting funds  that  these  corporations  have  been  willing  to  expend 
in  foreign  trade,  I  do  not  think  government  money  ought  to  be  used 
to  reduce  that  commitment.  It  ought  to  be  used  to  enhance  it,  and 
it  ought  to  be  information  that  is  available  to  you. 

Has  it  been  denied  specifically? 
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Mr.  Mackie.  No,  sir. 

Mr.  Skeen.  It  has  not.  You  just  have  not  asked  for  it? 

Mr.  Mackie.  That  is  correct. 

GATT  ENFORCEMENT 

Mr.  Skeen.  I  see. 

Let  me  ask  a  question  relative  to  GATT.  I  know  that  we  have  not 
finahzed  the  agreement,  but  what  kind  of  enforcement  teeth  are 
we  going  to  have  in  this  agreement?  In  the  past  after  finalizing  the 
agreements  there  have  been  violations,  yet  nothing  ever  happened. 

Mr.  O'Mara.  Well,  Mr.  Skeen,  that  is  a  very  good  question,  be- 
cause there  has  been  a  lot  of  concern  in  the  agricultural  communi- 
ty as  well  with  respect  to  countries  living  up  to  their  GATT  com- 
mitments. 

Although  it  is  not  a  part  of  the  agricultural  negotiation  as  such, 
there  is  a  body  that  is  dealing  with  dispute  settlement  and  making 
that  process  more  automatic,  swifter  and  hopefully  more  effective 
than  it  has  been.  That  part  of  the  negotiation  is  ongoing  and  I 
cannot  tell  you  at  this  time,  sir,  where  that  stands. 

What  I  can  tell  you  is  that  the  issue  is  being  addressed,  and  cer- 
tainly from  our  point  of  view  if  the  dispute  settlement  mechanism 
is  not  improved,  then  it  calls  into  question  the  overall  value  of  the 
entire  agreement.  But  I  can  get  you  an  update  specifically  where  it 
is  at  this  point  in  time  if  you  will  let  me  respond  to  you  in  writing. 

IMPACT  OF  NAFTA 

Mr.  Skeen.  I  would  appreciate  that  very  much. 

Let  us  talk  about  the  North  American  Free  Trade  Agreement. 
What  kind  of  impact  is  NAFTA  going  to  have  on  United  States  ag- 
ricultural development?  Is  it  beneficial  or,  is  it  harmful  in  the  over- 
all analysis.  What  is  your  estimation? 

Mr.  O'Mara.  Well,  I  think  that  there  are  a  couple  ways  that  we 
might  look  at  that,  Mr.  Skeen.  First  of  all,  the  basis  under  which 
we  negotiated  this  agreement  was  that  there  be  no  exceptions;  that 
is,  there  be  no  commodity  or  program  on  the  Mexican  side  or  our 
side  that  would  be  exempt  from  the  negotiations.  So  sugar 

Mr.  Skeen.  No  internal  protection  as  far  as  exempting  one  agri- 
cultural product  or  another  for  either  side? 

Mr.  O'Mara.  Exactly.  It  was  completely  fair  in  that  all  commodi- 
ty programs 

Mr.  Skeen.  Were  on  the  table. 

Mr.  O'Mara  [continuing].  Were  on  the  table.  Yes,  sir. 

I  think  that  where  there  is  the  strongest  trade  interest  from  the 
U.S.  side  is  in  the  grains  area,  in  poultry,  in  livestock  and  meat. 
Where  there  is  some  difficulty  on  the  part  of  some  producers  is  in 
fruits  and  vegetables,  and  sugar  and  peanuts. 

On  the  latter  ones,  benefits  were  provided  for  a  long-term  transi- 
tion covering  15  years  in  the  case  of  sugar  and  peanuts.  As  far  as 
an  effect  on  current  programs,  we  will  go  at  least  through  one,  if 
not  two,  farm  bill  cycles  before  there  will  have  to  be  any  review  of 
those  current  programs. 

With  respect  to  the  most  sensitive,  fruit  and  vegetables,  these 
also  have  a  long-term  phase  out  period.  They  also  have  a  special 
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safeguard  mechanism  which  will  ensure  that  trade  does  not  go 
beyond  a  certain  point  if  that  is  causing  problems  for  the  individ- 
ual sector. 

Now,  overall  the  economic  analysis  that  the  department  has  pro- 
duced and  which,  in  fact,  has  been  recently  updated  and  will  short- 
ly be  available  for  the  subcommittee  and  the  public,  as  I  recall  we 
are  looking  to  a  net  gain  of  some  $2  billion  over  what  trade  would 
be  in  any  case  by  the  end  of  the  transition  period,  in  15  years.  The 
trade  with  Mexico  now,  T  think 

TRADING  ADVANTAGES  OF  NAFTA 

Mr.  Skeen.  That  much  advantage  on  our  side? 

Mr.  O'Mara.  Yes,  sir. 

The  trading  relationship  is  already  in  our  benefit  with  respect  to 
Mexico,  as  well  as  Canada.  And  whatever  that  is  at  the  end  of  the 
transition  period,  it  would  be  $2  billion  more  at  that  point  in  time. 

Mr.  Skeen.  The  implementation  of  the  North  Atlantic  Free 
Trade  Agreement,  puts  us  in  competition  with  what  other  entities 
that  are  organized  in  the  same  manner?  European  Economic  Com- 
munity? Pacific  Rim  Countries? 

Mr.  O'Mara.  No,  sir.  In  fact,  it  gives  us  a  particular  advantage 
in  Mexico  and  Canada,  because  the  benefits  only  accrue  to  the 
three  members  of  this  agreement.  The  European  Community, 
which  has  significant  market  penetration  in  certain  commodities 
like  vegetable  oils,  for  example,  in  Mexico  now,  will  be  at  a  com- 
petitive disadvantage,  as  this  agreement  is  implemented,  because 
the  border  eventually  is  going  to  be  open  between  the  United 
States  and  Mexico,  but  Mexico  nor  ourselves,  for  that  matter,  will 
have  an  open  border  with  respect  to  the  rest  of  the  world. 

Mr.  Skeen.  Thank  you. 

Ms.  DeLauro.  Thank  you.  There  has  not  been  a  coup.  The  chair- 
man will  be  back  shortly. 

Mr.  O'Mara.  Nice  to  meet  you,  Ms.  DeLauro. 

Ms.  DeLauro.  Very  nice  to  see  all  of  you.  It  is  a  pleasure  to  see 
you.  As  you  know,  it  is  the  first  time  for  me  on  this  subcommittee. 

I  just  had  one  or  two  questions,  and  ask  you  for  some  different 
additional  information  on  the  MPP  program. 

PARTICIPATION  IN  MPP  BY  LARGE  AND  SMALL  BUSINESSES 

Do  you  currently  have  data  that  indicates  where  in  fact,  with  the 
companies  that  we  have  worked  with,  large  or  small,  where  we 
have  broken — helped  to  break  down  these  trade  barriers  in  keeping 
with  the  objective  of  the  program?  Do  we  have  any  of  that  informa- 
tion, and  can  you  inform  us  about  any  of  that  today? 

Mr.  Mackie.  We  have  some  information  in  that  regard,  and  I 
think  I  would  like  to  supply  that  for  the  record. 

[The  information  follows:] 
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COMBATTING  UNFAIR  TRADE  PRACTICES 

As  a  result  of  coordinated  efforts  by  the  Foreign  Agricultural  Service,  the 
Agricultural  Counselor  in  Madrid,  the  Animal  Plant  Health  Inspection  Service, 
and  the  Northwest  Horticultural  Council,  the  Government  of  Spain  officially 
lifted  its  import  ban  on  U.S.  apples  effective  January  24,  -1992.   Market 
Promotion  Program  funds  were  used  to  bring  Spanish  plant  health  inspectors  to 
the  U.S.  on  short  notice  to  establish  required  phytosanitary  procedures. 
Provided  the  agreed  upon  phytosanitary  conditions  are  met,  apples  from  the 
states  of  Washington  and  Oregon  are  permitted  entry  into  Spain.   For  the  period 
February  through  July  1992,  U.S.  apple  exports  to  Spain  totaled  1,2  88  metric 
tons,  valued  at  $0.77  million. 

In  1990,  Japan's  trade  barriers  to  processed  U.S.  wood  products  were  cited  as 
Super  301  priorities  under  the  1988  Omnibus  Trade  Act.   The  positive  trade 
impacts  of  the  Forest  Products  Agreement  initialed  by  Japan  and  the  United 
States  in  April  of  that  same  year,  have  been  further  enhanced  by  the  U.S. 
industry's  sponsorship  of  "Super  House,"  Japan's  first  multi-story,  multi-family 
residential  complex.   Erected  in  cooperation  with  several  Japanese  third  party 
cooperators  who  provided  all  capital  investments,  the  U.S.  industry  utilized 
Market  Promotion  Program  resources  to  provide  architectural  and  engineering 
expertise,  construction-related  training  and  support,  and  promotion  through 
tours,  a  nationwide  publicity  campaign,  extensive  technical  seminars,  and  trade 
missions.    This  campaign  has  helped  provide  the  impetus  necessary  to  ensure 
compliance  of  Japanese  codes  and  staoidards  revisions  with  the  terms  of  the 
Agreement.   According  to  the  Ministry  of  Construction,  the  Agreement  when  fully 
implemented,  creates  the  opportunity  for  wood  construction  of  over  3500 
buildings  which,  the  U.S.  industry  estimates,  could  increase  sales  of  value- 
added  U.S.  wood  products  by  $1  billion. 

In  fiscal  year  1987,  Tobacco  Associates  initiated  a  Turkish  leaf  utilization 
project  to  provide  TEKEL--the  Turkish  tobacco  monopoly- -with  the  expertise  aind 
technology  necessary  for  processing  non-oriental  tobacco.   Tobacco  Associates' 
agenda  embraced  leaf  grading  schools,  trade  missions,  and  the  installation  of  a 
blending  line  utilizing  re -conditioned  equipment  to  provide  the  hands-on 
experience  required  to  utilize  U.S.  flue-cured  and  Burley  tobacco.   As  a  result 
of  these  Targeted  Export  Assistance- -precedessor  to  the  Market  Promotion 
Program- -activities,  the  Government  of  Turkey  lifted  a  96 -year  prohibition  on 
unmcinufactured  tobacco  imports  in  1988.   The  following  table  shows  the  value  and 
volume  of  U.S.  tobacco  exports  to  Turkey  for  the  period  1987-1992: 

Year 

UNMANUFACTURED  1987  1988       1989  1990  1991  1992 

TOBACCO 

Volume  (MT)  -0-  1,912      3,126  2,974  10,993  21,997 

Value  ($1,000)  -0-  $9,963  $17,064  $17,871  $65,328  $143,236 

U.S.  exports  of  soybeans  and  products  to  the  European  Community- -EC- -have  been 
adversely  affected  by  the  existence  of  the  EC's  domestic  production  aids  and 
crushing  subsidies  for  oilseeds.   In  anticipation  of  increased  export 
opportunities  following  the  implementation  of  the  U.S. -EC  Agreement  to  limit  EC 
oilseed  acreage  beginning  with  the  1994  crop,  the  American  Soybean  Association 
has  used  Market  Promotion  Program  funds  to  promote  soybean  oil  and  meal  in  the 
marketplace . 
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Mr.  Mackie.  I  would  like  to  point  out,  though,  that  the  1990  farm 
legislation  changed  the  specific  objective  of  the  program.  The  pro- 
gram, when  it  was  originally  enacted  in  1985,  was  specifically 
aimed  at  combatting  unfair  trade  practices.  The  1990  legislation 
makes  the  goal  of  the  program  market  development  and  market 
expansion,  with  a  priority  to  those  commodities  facing  unfair  trade 
practices. 

Ms.  DeLauro.  Okay.  Then,  in  keeping  with  that,  you  spoke  about 
a  list  of  600,  approximately  600.  If  you  could  provide  us  with  a  list 
of  those  600 

Mr.  Mackie.  We  can  do  that. 

[Clerk's  note. — The  information  appears  on  pages  601  through 
689.] 

Ms.  DeLauro.  I  am  interested  in  some  evaluation,  not  with  all  of 
them,  but  the  major  recipients,  or  the  recipients  of  the  major  dollar 
amounts  of  funding,  and  how  they  have  met  the  goals  of  the  pro- 
gram in  terms  of  increased  market  share  in  the  new  goals,  the 
market  goals,  that  would  be  very,  very  helpful  in  terms  of  taking  a 
look  at  the  program. 

MPP  criteria  concerning  goals 

And  the  last  question  is,  is  there  some  criteria  or  a  percentage  at 
which  you  say,  okay,  we  have  reached  such  and  such  a  percentage 
of  market  development,  ergo,  we  then  say,  we  are  going  to  move 
out  of  this  area  and  look  at  others?  Is  that — are  there  established 
criteria  in  terms  of  where  we  want  to  go  and  goals  that  we  want  to 
try  to  achieve  in  terms  of  market  share? 

Mr.  Mackie.  There  are  goals  for  each  program  and  specific  ac- 
tivities, yes,  ma'am.  There  are  no  specific  criteria  in  terms  of 

Ms.  DeLauro.  Do  you  have  goals  or  criteria  by  which  you  judge 
what  they  have  done? 

Mr.  Mackie.  I  will  answer  that  in  two  ways. 

Ms.  DeLauro.  Okay. 

Mr.  Mackie.  Yes,  we  do,  in  terms  of  how  they  reach  the  goals, 
and  in  terms  of  whether  or  not — the  exports  of  the  product  are  still 
increasing.  If  that  is  the  case,  then  we  would  view  it  as  a  good  pro- 
gram. We  have  introduced  an  evaluation  procedure  in  our  alloca- 
tion progress  which  helps  us  on  a  formula-type  basis,  judge  wheth- 
er or  not  the  money  being  spent  against  the  export  levels  would 
indicate  that  there  is  a  problem  in  the  program. 

keys  to  expanding  exports 

I  would  point  out,  though,  that  market  development  sales  activi- 
ties are  only  one  element  of  increasing  exports.  You  have  to  have  a 
quality  product  and^be  a  consistent  supplier  and  things  of  that 
nature.  "Trade  policy  barriers  enter  into  it.  So  market  development 
is  only  one  element  of  increasing  exports,  but  a  very  important 
one,  we  think. 

Ms.  DeLauro.  Okay. 

Mr.  Mackie.  I  would  like  to  point  out,  in  response  to  the  point 
raised  by  Mr.  Skeen  and  Mr.  Durbin,  in  regard  to  the  additionality 
as  it  was  defined  by  GAO,  I  would  not  like  to  leave  the  impression 
that  we  are  not  concerned  or  it  is  not  a  legitimate  point.  Our  objec- 
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tives  in  administering  the  program  have  been,  first,  to  make  sure 
that  the  money  is  accounted  for  and  that  we  know  where  every 
dollar  goes.  And  we  do  that,  and  we  audit  every  activity. 

The  second  objective  has  been  to  make  sure  that  the  projects 
that  we  are  spending  money  on  are  effective,  well  designed  pro- 
grams, and  I  think  I  have  explained  the  allocation  procedures  that 
we  go  through  to  do  that. 

The  additionality  of  the  funding,  I  think,  is  an  important  con- 
cern, but  we  have  just  not 

Ms.  DeLauro.  No,  I  think  that  that  is  a  critical  question. 

Thank  you.  Mr.  Peterson? 

Mr.  Peterson.  Thank  you,  Madam  Chairman. 

I  have  a  few  questions  on  the  GAO  report.  It  seems  like  you  have 
all  taken  a  hit  here.  And  I  do  not  see  a  great  deal  of  sensitivity  in 
that,  other  than  a  couple  of  comments. 

RESPONSES  TO  GAO  REPORTS 

To  go  back  to  1988.  You  also  had  a  GAO  report  that  was  in  some 
ways  condemning.  And  I  would  like  to  know  what  actions  have 
been  taken  to  correct  some  of  those  problems. 

And  then  an  analysis  of  the  most  recent  GAO  report.  If  it  was 
fair  or  unfair,  constructive  or  unconstructive,  and  how  you  are 
going  to  handle  that. 

Mr.  O'Mara.  Phil,  would  you  answer  that. 

Mr.  Mackie.  In  specific  regard  to  the  MPP  program,  I  think  that 
since  1988  that  we  have  done  several  things.  We  have  instituted 
specific  regulations  that  have  been  published.  We  spelled  out  spe- 
cific criteria  for  allocating  the  funds.  We  have  implemented  audit 
procedures.  We  have  done  a  lot  of  things  in  the  administration  of 
the  programs. 

Your  comment  on  the  reaction  to  the  GAO  report,  I  think,  is  a 
fair  one  in  the  sense  that  we  have  heard  these  criticisms  in  the 
GAO  report  numerous  times  over  the  past  years.  And  I  think  that 
some  of  them  are  valid,  and  we  have  tried  to  adapt  and  modify  the 
program  to  meet  those  concerns.  And  some  of  them  result  from 
taking  a  different  viewpoint  or  approach  as  to  how  the  program 
should  be  operated.  The  size  breaks  on  firms  and  things  like  that  is 
a  good  example  of  that  particular  point. 

Those  criteria  are  not  in  the  legislation  under  which  the  pro- 
gram operates. 

Mr.  Peterson.  And  so  there  is  a  difference  in  management  poli- 
cies. Are  you  going  to  continue  to  do  it  in  the  way  that  you  have 
been  doing  it? 

Mr.  Mackie.  Sir,  we  have  not  lost  one  dollar  in  this  program 
since  its  inception. 

Mr.  Peterson.  Well,  I  am  not  sure  that  is  your  mission.  And  I 
think  that  that  is  what  the  GAO  is  trying  to  drive  at. 

Are  we  maybe  getting  the  biggest  bang  for  the  buck  in  the  proc- 
ess? 

Mr.  Mackie.  Well,  I  think,  of  course,  we  are  probably  not  yet  get- 
ting the  biggest  bang.  We  are  striving  to  get  the  biggest  bang.  The 
procedures  and  elements  that  we  have  implemented  are  designed 
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to  improve  the  program  with  the  basic  goal  of  effectiveness  in 
terms  of  increasing  exports. 

If  it  is  not  effective  in  increasing  exports,  then  funding  for  that 
particular  program  is  reduced. 

RECRUITING  EXPORTER  INTO  MPP 

Mr.  Peterson.  In  one  of  the  statements,  if  I  heard  the  gentleman 
correctly,  he  said  that  there  were  cases  where  your  department  has 
called  up  an  individual  and  said  "hey,  there  is  money  available, 
why  don't  you  send  us  a  letter,  and  we  will  send  it  to  you." 

Are  you  in  the  business  of  recruiting  exporters  in  this  plan? 

Mr.  Mackie.  I  think  that  we  are  in  the  process  of  recruiting  ex- 
porters through  the  participants  in  the  program.  I  think  that  a 
major  goal  is  to  increase  interest  in  U.S.  business  in  exporting 
overseas.  And  I  pointed  out  the  seminars  that  were  held  through 
the  state  and  regional  organizations  last  year. 

We  are  not  in  the  business  of  calling  people  up  and  saying  hey, 
we  have  a  pot  of  money  here,  come  down  and  get  it,  which  was  the 
implication,  in  the  report.  The  report  I  think  was  accurate,  some  of 
the  participants  in  the  program  have  probably  done  that  sort  of 
thing.  That  is  not  an  effective  way  to  go  about  doing  business.  That 
is  not  the  way  that  we  view  the  program.  We  do  not  view  it  as  a 
grant  program.  We  view  it  as  a  cost  share  joint  program  between 
the  government  and  private  industry. 

Mr.  Peterson.  So  the  comment  was  not  accurate  in  that  regard? 

Mr.  Mackie.  The  comment  may  very  well  have  been  accurate.  I 
do  not  know  the  specific  nature  of  it.  It  did  not  come  from  anybody 
in  the  Department  of  Agriculture.  It  may  have  come  from  one  of 
the  participants. 

What  I  am  saying  is  that  the  person  who  made  such  a  comment, 
if  it  were  made,  was  doing  it  with  an  unfair  understanding  of  the 
way  that  we  view  the  program. 

improvements  based  on  gao  reports 

Mr.  Peterson.  The  GAO  report  is  based  on  constructive  criti- 
cism. 

You  know,  we  spent  a  lot  of  money  on  this  GAO  report. 

Was  that  money  invested  in  a  constructive  improvement  for  your 
agency? 

Can  you  carry  this  report  back  and  make  improvements  in  the 
agency  to  do  it  better? 

Mr.  Mackie.  Sir,  the  GAO  report,  was  essentially  a  compilation 
of  all  the  reports  that  they  have  done  on  us  over  the  last  five  or  six 
years. 

As  I  said,  I  think  that  some  of  them  have  been  very  constructive, 
some  of  them  relate  to  a  difference  of  philosophy  in  terms  of  how 
the  program  should  be  operated,  and  some  of  them  relate  to  a  phi- 
losophy of  how  agricultural  programs  should  be  judged  or  related 
to  export  promotion  programs  of  the  government  as  a  whole. 

Some  of  those  comments  I  think  we  can,  and  we  have  implement- 
ed. Some  of  them  are  really  of  a  broader  nature  for  consideration 
by  the  Congress. 
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Mr.  Peterson.  Well,  I  get  the  impression  that,  "The  GAO,  the 
hell  with  it,"  essentially.  "We  are  ag  people,  and  how  could  GAO 
possibly  understand  how  we  do  business?" 

Am  I  getting  the  wrong  impression  here? 

Mr.  O'Mara.  Mr.  Peterson,  I  think  that  you  are  getting  the 
wrong  impression.  I  would  like  Mr.  Mackie  to  give  a  few  specific 
examples  of  where  indeed  we  have  taken  GAO  suggestions  and  put 
them  into  practice.  It  is  clear  that  certainly  in  all  cases  we  have 
not  done  that.  But  there  are  clearly  specific  examples  of  where 
indeed  that  has  been  done. 

Mr.  Peterson.  I  will  drop  that.  I  just  do  not  want  you  all  to  be  in 
an  adversarial  mode  here. 

Based  on  these  reports,  everybody  is  going  to  have  to  go  through 
an  oversight  process.  And  you  have  to  pick  out  those  things  that 
are  going  to  constructively  improve  your  operation.  And  on  those 
things  that  you  disagree,  of  course,  you  take  into  account. 

But  it  cannot  be  the  adversarial  circumstance  where  the  GAO  is 
wrong,  and  they  have  been  wrong  since  1973,  and  we  are  not  going 
to  change. 

In  the  report,  they  were  I  think  quite  accurate  to  suggest  that 
you  were  actually  operating  almost  autonomously  in  dealing  with 
agricultural  exports,  and  that  you  do  not  have  a  government-wide 
program. 

COORDINATION  WITH  THE  DEPARTMENT  OF  COMMERCE 

You  operate  independently.  I  am  not  even  sure  that  you  deal 
with  the  Commerce  Department  in  this.  And  so  we  do  not  have  and 
you  do  not  have  them  a  big  picture,  which  may  place  you  out  of 
touch  with  government  policy,  and  what  in  fact  is  happening  in  the 
world. 

I  think  that  the  case  in  Iraq  may  or  may  not  have  been  a  good 
case,  although  I  understand  that  you  recommended  shutting  that 
down  a  little  earlier  than  what  the  government  eventually  did. 

So  how  do  you  propose  or  how  could  you  suggest  to  Secretary 
Espy  to  get  yourselves  into  the  bigger  loop  in  this  process? 

Mr.  O'Mara.  Mr.  Peterson,  does  your  question  go  to  market  pro- 
motion specifically? 

Mr.  Peterson.  Yes,  but  also  the  development  of  the  markets 
overseas  for  ag  exports,  which  is  essentially  your  job. 

Mr.  O'Mara.  Okay,  fine.  I  was  not  real  sure  whether  you  were 
also  talking  about  trade  policy  and  trade  negotiation  as  well. 

Mr.  Peterson.  Your  mission  is  to  increase  exportation  of  ag 
products,  is  it  not? 

Mr.  O'Mara.  Yes,  sir.  I  will  ask  Mr.  Mackie  to  describe  the  proc- 
ess in  the  department  and  the  interface  that  he  and  the  members 
of  his  staff  have  with  the  Department  of  Commerce  in  that  respect. 

Mr.  Mackie.  Mr.  Peterson,  we  work  quite  closely  with  the  De- 
partment of  Commerce,  particularly  with  the  Foreign  Commercial 
Service  in  our  overseas  offices.  We  share  a  common  goal  of  increas- 
ing exports  out  of  the  United  States.  There  is  a  mechanism  within 
the  Administration,  the  Trade  Promotion  Coordinating  Committee, 
where  we  meet  jointly  not  only  with  Commerce  but  with  the  other 
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agencies  that  are  involved  in  export  promotion  to  share  ideas,  and 
to  coordinate  our  activities. 

We  have  used  the  Department  of  Commerce's  domestic  field 
office  network  and  their  system  for  providing  information  to  pro- 
spective exporters.  We  work  quite  closely  with  them. 

GOVERNMENT-WIDE  TRADE  STRATEGY 

Mr.  Peterson.  Then  how  do  you  account  for  their  report  on  page 
30  that  says,  "The  ag  programs  are  not  linked  to  a  government- 
wide  export  promotion  program"?  I  assume  by  that  that  you  were 
not  really  plugged  in.  And  if  you  were  plugged  into  all  of  the  other 
agencies,  then  this  is  not  correct. 

Mr.  Mackie.  Mr.  Peterson,  I  think  that  what  the  GAO  is  refer- 
ring to  there  is  the  trade  strategy  question,  which  gets  to  the  ques- 
tion of  targeting  specific  commodities  and  specific  products,  aircraft 
against  soybeans,  and  that  sort  of  thing.  The  government  does  not 
have  that  particular  type  of  approach  to  export  market  develop- 
ment at  this  time. 

Mr.  Peterson.  Would  that  be  a  positive  move,  to  do  something  of 
changing  that  policy  within  agriculture? 

Mr.  Mackie.  Within  Agriculture.  Mr.  Peterson,  I  believe  that  we 
have  treated  the  application  of  our  programs  with  participants  and 
with  companies  on  a  fair  and  equitable  basis.  We  have  worked  with 
the  participants,  and  with  our  overseas  staffs,  and  with  our  Wash- 
ington offices  to  develop  these  programs.  And  we  have  applied 
them  on  the  basis  of  which,  using  the  criteria  that  I  mentioned  ear- 
lier, would  be  the  most  effective  in  determining  exports. 

I  am  not  sure  that  we  have  the  expertise  or  the  market  knowl- 
edge to  choose  specifically  between  commodities  and  say  okay,  we 
do  not  think  that  beef  will  pay  off  in  Mexico,  let's  not  support  pro- 
motion of  beef  in  Mexico.  I  am  not  sure  that  the  bureaucracy  in 
Washington  has  that  ability. 

What  we  can  do  is  measure  whether  or  not  sales  are  increasing 
in  Mexico,  whether  or  not  programs  have  been  apparently  effective 
in  doing  that,  whether  it  works.  It  is  a  joint  type  program. 

Mr.  Peterson.  Well,  I  have  taken  more  than  my  time  here.  I  still 
feel  that  you  are  looking  at  micro,  and  I  am  looking  at  macro.  Your 
job  is  to  help  increase  agriculture  exports. 

Mr.  Mackie.  That  is  correct. 

Mr.  Peterson.  And  to  participate  in  a  more  government-wide 
focus  with  agriculture,  and  airplanes,  and  bullets,  and  everything 
else  it  seems  to  be.  You  may  not  have  the  expertise,  but  I  do  not 
know  who  else  would  if  you  do  not.  And  we  have  got  to  focus  again 
on  your  mission. 

P.L.  480  title  I  agreements 

Mr.  Mackie.  On  page  6  of  your  written  testimony  for  the  subcom- 
mittee, you  reference  the  fact  that  P.L.  480  Title  I  agreements  have 
been  made  with  six  countries  in  fiscal  year  1993.  I  have  noted  that 
five  of  those  six  countries  appeared  on  a  list  of  countries  not  fully 
paid  up  on  previous  loans  as  of  January  31,  1992.  That  list  was  sup- 
plied last  year  by  the  Foreign  Agricultural  Service  and  appears  on 
page  352  of  Part  2  of  last  year's  hearing  record. 
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Are  those  five  countries  currently  up  to  date  on  their  scheduled 
payments?  If  not,  why  have  they  been  granted  additional  loans? 

Mr.  ScHROETER.  Prior  to  authorizing  signature  of  a  P.L.  480  Title 
I  agreement,  we  confirm  that  the  country  is  current  on  its  payment 
obligations  under  previous  Title  I  agreements,  including  resched- 
uled debt.  It  is  our  policy  to  withhold  agreement  signature  until 
any  issue  on  Title  I  arrears  is  resolved.  All  six  countries — Costa 
Rica,  Egypt,  Jamaica,  Lithuania,  Morocco  and  Zimbabwe — were 
current  on  their  Title  I  debt  obligations  when  their  fiscal  year  1993 
agreements  were  signed. 

Mr.  DuRBiN.  Mr.  Myers? 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

I  just  want  to  encourage  you  to  do  more.  Certainly  the  farmer- 
producer  out  there  needs  help  getting  it  from  the  farm  and  sold 
someplace.  We  have  the  capacity  to  over-produce  in  this  country, 
which  is  a  blessing,  and  one  which  we  have  not  always  used  as  a 
blessing.  We  have  treated  it  at  times  as  a  problem.  Over  production 
can  be  a  problem,  if  we  do  not  sell  the  products. 

I  have  been  critical  of  the  GAO  report,  because  I  felt  they  have 
been  focused  on  chasing  the  wrong  rabbit.  They  have  been  more 
concerned  about  the  efficiency  of  the  system,  and  whether  the  right 
hand  knows  the  left  hand,  and  the  ultimate  goal  of  selling  product. 
I  saw  little  attention  that  GAO  has  given  towards  really  doing  the 
job  of  selling. 

I  think  that  is  where  you  are  focusing. 

Mr.  O'Mara.  Thank  you,  Mr.  Myers. 

agricultures  presence  overseas 

Mr.  Myers.  I  wish  you  good  luck,  and  keep  on  the  selling.  Actual- 
ly, you  need  more  help.  And  I  spoke  to  the  GAO  folks  awhile  ago. 
Mr.  Smith  and  I  just  came  back  last  week  from  overseas,  and  we 
just  do  not  see  enough  agriculture  being  sold  overseas.  Not  that 
there  is  always  a  market  there.  But  every  place  we  went,  the  Com- 
merce Department  is  going  to  keep  their  people  there,  but  we  are 
constantly  turning  down  and  eliminating  agricultural  people  in  all 
of  the  embassies. 

So  if  we  are  not  going  to  have  attaches  in  the  embassies,  some- 
body has  got  to  do  it.  And  the  agricultural  export  offices,  and  these 
trade  offices,  and  these  centers  are  going  to  help  sell  hopefully. 

So  you  folks  have  to  do  more  and  more,  it  seems  to  me  like,  and 
you  need  all  of  the  encouragement  that  you  can  get,  and  all  of  the 
help.  So  keep  up  the  good  work. 

Mr.  O'Mara.  Thank  you. 

Mr.  Mackie.  Thank  you. 

P.L.  480  PROGRAM 

Mr.  Myers.  Section  411  of  the  Agricultural  Trade  and  Develop- 
ment Act  of  1954 — as  amended — provides  for  the  debt  forgiveness 
for  least  developed  countries  that  are  on  an  economic  program  ap- 
proved by,  or  consistent  with,  the  IMF/World  Bank.  Please  provide 
for  the  record  which  relatively  least  developed  countries  in  Africa 
still  owe  P.L.  480  debt?  What  is  the  face  value  of  each  African 
country's  P.L.  480  debt? 


P.L  480  principal 
outstanding 

P.L.  480  resctieduled 
outstanding 

Total  princ.  &  resell 
outstanding 

$9,010,353 
1,042,865  ... 

$97,303 

$9,107,656 
1,042,865 

74,671,329 

20,224,727 

519,269 

3,063,210 

94,896,056 

39,938,593 

40,457,862 

88,808,674 

91,871,884 

7,559,313  ... 

7,559,313 

61,527,747 

569,303 

6,343,517 

5,761,535 

75,923,758 

10,582,092 

62,097,050 

140,456,962 

146,800,479 

433,057,271 

438,818,806 

207,795,620 

283,719,378 

113,508,034 

124,090,126 

46,701,257  ... 

46,701,257 

$1,224,078,018 

$123,084,714 

$1,347,162,732 
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Mr.  ScHROETER.  We  will  provide  that  data  for  the  record. 
[The  information  follows:] 

P.L.  480  DEBT  OUTSTANDING  BY  AFRICAN  COUNTRY  (AS  OF  DECEMBER  31, 1992) 

Country 

Congo 

Ethiopia 

Guinea 

Ivory  Coast 

Liberia 

Senegal 

Sierra  Leone 

Somali  Republic 

Sudan 

Zaire 

Zambia 

Zimbabwe 

Total  African  debt 


P.L.  480  PROGRAM 

Mr.  Myers.  Because  of  new  budget  requirements,  a  special  appro- 
priation is  needed  to  forgive  P.L.  480  debt.  How  much  is  needed  in 
appropriated  dollars  to  forgive  $10  million  in  P.L.  480  debt?  Does 
the  Clinton  Administration  have  any  plans  to  deal  with  old  P.L. 
480  debt? 

Mr.  ScHROETER.  These  calculations  vary  from  tountry  to  country 
based  on  Credit  Reform  Act  assumptions  and  estimates  of  the  net 
present  value  of  each  country's  debt.  However,  last  year,  an  esti- 
mate was  made  that,  on  average,  approximately  $1.2  million  of 
budget  authority  would  be  needed  to  forgive  every  $10  million  of 
P.L.  480  Title  I  debt  owned  by  countries  of  sub-Saharan  Africa.  We 
have  no  reason  to  believe  this  estimate  would  have  changed  greatly 
from  last  year.  At  this  point,  the  new  Adminstration  has  not  had 
time  to  consider  any  debt  reduction  initiatives  for  P.L.  480  Title  I 
debt,  although  it  is  fair  to  say  that  budget  constraints  are  likely  to 
play  an  important  role  in  any  review  which  is  undertaken. 

Mr.  DuRBiN.  Thank  you,  Mr.  Myers, 

Mr.  Pastor? 

LONG-TERM  AGRICULTURAL  TRADE  STRATEGY — LATS 

Mr.  Pastor.  Mr.  Chairman,  I  read  a  comment  that  said  "lean 
and  mean".  And  I  agree  with  Mr.  Myers,  that  we  want  to  make 
you  more  effective.  Because  if  you  are  not  effective,  then  the  farm- 
ers that  I  represent  in  my  district  and  agriculture  as  a  whole  will 
not  benefit.  So  the  questions  that  I  ask  will  be  to  see  how  we  can 
become  more  effective. 

Long  term  agricultural  trade  strategy,  the  LATS,  mandated  in 
1990,  was  completed  I  guess  in  late  1992.  I  asked  the  GAO  if  they 
had  seen  it  and  they  said  they  had  a  preliminary  analysis.  Their 
response,  I  conclude,  is  DOA,  dead  on  arrival. 

Do  you  want  to  comment  on  that  one? 
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Mr.  O'Mara.  Mr.  Pastor,  I  am  going  to  ask  Mr.  Mackie  to  answer 
this  question.  I  was  not  involved  in  the  formulation  of  that  report, 
but  I  think  that  it  is  fair  to  say  that  there  has  been  a  lengthy  time 
in  getting  this  report  back. 

Mr.  Pastor.  My  understanding  is  1990  to  1993. 

Mr.  O'Mara.  Yes,  sir.  We  apologize.  I  think  that  Mr.  Mackie's 
comments  will  be  helpful  in  helping  you  and  the  Subcommittee  to 
understand  that  that  has  not  been  entirely  because  there  was  no 
interest  in  the  Department  in  doing  so.  It  was  in  fact  a  difficult 
piece  of  work  to  put  together. 

I  think  even  though  it  was  not  timely,  and  we  accept  that  and  we 
apologize  for  that,  we  want  to  make  sure  that  the  Subcommittee 
understands  that  we  fully  intend  to  pursue  a  strategy  that  does  in- 
clude programs  that  you  and  Mr.  Peterson  and  other  members  of 
the  Subcommittee  are  talking  about,  as  well  as  the  trade  policy  as- 
pects that  are  part  of  this  whole  picture. 

Mr.  Pastor.  Let  me  interrupt  for  a  minute.  We  will  probably 
have  a  vote  sometime  after  12:00.  So  if  you  could  go  to  the  ques- 
tion. I  accept  your  apology. 

Mr.  O'Mara.  Fair  enough. 

Mr.  Pastor.  I  accept  your  apology. 

RESPONSE  TO  GAO  CONCERNS  ON  LATS 

Now  the  preliminary  report  that  I  heard  from  the  GAO  was  that 
after  two  years  of  this,  that  it  is  the  same  old  thing.  Status  quo, 
DOA,  dead  on  arrival.  I  would  like  to  have  a  comment  on  it,  be- 
cause I  am  going  to  ask  you  some  questions  specifically  on  your  tes- 
timony. I  am  giving  you  a  chance  to  say  that  they  are  wrong  or 
they  are  right.  And  do  not  dance  too  much  on  the  floor.  Just  kind 
of  be  specific  here. 

Mr.  Mackie.  The  document  that  was  submitted  to  the  Congress 
was  an  overall  viewpoint  as  to  the  way  that  the  previous  Adminis- 
tration viewed  the  way  that  programs  should  be  integrated,  and 
how  the  government  should  approach  the  overall  market.  It  is  a 
statement  of  general  principles. 

There  is  detailed  country-specific  information  which  backs  that 
up.  We  have  chosen  not  to  publish  that  information.  It  is  available 
to  the  Congress  and  the  staff  to  look  at.  But  we  have  used  that  in- 
formation, which  lays  out  where  we  think  the  best  market  pros- 
pects by  commodities  are,  and  what  the  specific  problems  in  those 
markets  are. 

We  use  that  in  terms  of  designing  the  MPP  program  and  the  al- 
location process.  We  use  it  in  designing  and  allocating  the  credit 
programs  in  the  Public  Law  480  programs.  We  have  used  it  in 
terms  of  judging  where  we  should  put  our  office  strength  emphasis 
overseas,  we  had  to  close  five  offices  in  the  last  year,  because  of  re- 
source constraints. 

So  there  is  specific  information  of  that  type  which  is  developed 
on  an  ongoing  process  in  the  Foreign  Agricultural  Service,  and  it  is 
used  on  a  day  to  day  basis.  It  is  separate  from  the  document  that 
was  sent  out. 
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TARGETING  MARKETS  THROUGH  LATS 

Mr.  Pastor.  According  to  your  testimony,  we  are  targeting  newly 
emerging  markets  in  Africa,  Latin  America,  and  elsewhere. 

So  if  I  were  to  ask  you,  and  maybe  you  can  give  the  information 
right  now,  if  I  were  to  ask  about  Central  America,  you  could  pull 
out  a  file  that  would  tell  me  what  trade  shows  would  target  that 
particular  area,  what  commodities  or  high  value  products  are  going 
to  be  promoted,  what  companies  are  going  to  be  subsidized. 

Do  we  have  a  plan  like  that? 

Mr.  Mackie.  We  have  that  type  of  information.  It  does  not  go 
down  to  specific  companies.  We  are  not  looking  at  that. 

Mr.  Pastor.  How  specific  is  it,  let  me  ask  that  question? 

Mr.  Mackie.  It  is  specific  in  that  it  picks  out  by  commodity  the 
15  top  markets  which  we  think  are  the  best  market  prospects  over 
the  next  five  to  six  years.  That  is  required  in  the  legislation.  It 
looks  at  the  specific  trade  barriers  that  will  prevent  us  from 
achieving  those  goals.  And  it  looks  at  the  types  of  general  activities 
that  we  should  be  undertaking  in  those  markets. 

Mr.  Pastor.  When  does  it  get  to  the  detail,  we  are  going  to  do  a 
food  show  in  San  Salvador,  and  then  we  are  going  to  bring  in  these 
people,  and  we  are  going  to  push  beef,  so  we  are  going  to  get  the 
Beef  Council  involved,  or  maybe  they  want  more  hamburger,  so  we 
will  give  them  a  chance  to  be  competitive,  when  do  you  make  those 
types  of  specific  decisions? 

Mr.  Mackie.  Those  types  of  specific  decisions  are  made  when  we 
are  evaluating  the  programs  themselves  as  distinct  from  the  strate- 
gy. The  strategy  and  the  information  that  I  have  just  described 
gives  us  a  framework  to  judge  the  allocation  of  resources  under  the 
Market  Promotion  Program,  the  export  credit  programs,  the  Public 
Law  480  programs,  the  trade  show  programs,  and  things  of  that 
nature. 

So  it  is  used  as  a  background  tool  to  judge  the  proposals  which 
come  either  from  inside  the  Department  or  from  the  participants 
who  take  part  in  our  programs. 

Mr,  Pastor.  How  far  ahead  does  your  long-term  strategy  reach? 

Mr.  Mackie.  It  is  six  years,  sir. 

Mr.  Pastor.  Six  years. 

Mr.  Mackie.  That  is  required  in  the  legislation. 

Mr.  Pastor.  I  would  be  interested  in  the  strategy  for  Latin 
America. 

Could  you  make  that  available  to  me? 

Mr.  Mackie.  Certainly. 

Mr.  Pastor.  Thank  you  very  much. 

[The  information  follows:] 

LATS  Priority  Countries 

Two  groups  of  Priority  Countries  are  identified  in  LATS,  the  top  15  for  Bulk/In- 
termediate and  the  top  15  for  Consumer-Oriented  Commodities.  These  countries 
have  been  designated  as  the  priority  countries  most  important  for  the  U.S.  to  focus 
on  to  reach  the  benchmark  of  maintaining  overall  U.S.  market  share. 

Methodology — How  the  Priorfty  Countries  Were  Selected? 

Results  from  the  LATS  ranking  methodology  yielded  a  list  countries  for  each  agri- 
cultural commodity  (ref.   page   17-18   "Long-term  Agricultural  Trade  Strategy"). 
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Using  the  top  15  countries  from  each  individual  commodity  list,  a  matrix  of  X  coun- 
tries by  Y  commodities  was  formed.  From  this  matrix  of  countries  and  commodities, 
the  priority  countries  were  selected  from  a  ranking  of  all  countries  based  on  an 
index  of  the  total  (summed  across  all  LATS  commodities)  estimated  increase  in  U.S. 
exports  that  best  maintained  the  overall  U.S.  market  share.  Within  each  Priority 
Country,  all  commodities  for  that  country.  For  all  country/commodities  priorities, 
specific  strategy  write-ups  completed  as  part  of  the  LATS. 

LATS  Coverage  in  Latin  America 

The  LATS  coverage  in  Latin  America  focuses  on  Mexico  and  Venezuela.  These 
two  countries  to  be  most  important  to  maintaining  overall  U.S.  market  share  of 
world  trade  in  agricultural  commodities.  All  other  Latin  America  countries  fell 
lower  in  the  ranking  and  did  not  attain  the  status  of  "Priority  Country"  due  to  a 
number  of  factors  used  in  the  formulation  of  the  LATS  priorities.  This  is  not  to  say 
that  Latin  American  countries  are  not  important.  Each  Latin  America  county  is  an 
important  part  of  U.S.  agricultural  exports,  however,  for  the  purpose  of  designating 
priority  it  may  not  have  ranked  high  relative  to  other  countries. 

Mr.  DuRBiN.  A  member  of  the  Subcommittee,  Congressman  Jim 
Walsh,  has  questions  he  would  like  answered  for  the  record. 

Market  Promotion  Program 

Mr.  Walsh.  In  light  of  the  controversy  that  has  surrounded  the  MPP  what 
changes  have  been  implemented  to  tighten  the  program  requirements  in  order  to 
combat  the  perception  that  much  of  this  program  provides  funding  to  multinational 
corporations  and  foreign  companies. 

Response.  In  implementing  its  legislative  mandate,  for  the  Market  Promotion 
Program — MPP,  the  Department  makes  every  effort  to  ensure  that  all  interested 
entities  have  an  equitable  opportunity  to  participate  in  the  program.  Multinational 
corporations  and  foreign  companies  do  receive  funding  under  this  program  as  the 
program  does  not  legally  allow  the  Department  to  differentiate  between  small  or 
large  food  corporations  in  terms  of  eligibility  to  participate  in  the  branded  program. 

Indirectly,  the  Department  already  has  primarily  addressed  the  perception  that 
multinational  corporations  and  foreign  companies  are  receiving  a  disproportionate 
share  of  total  MPP  funding  through  activities  conducted  by  the  four  state  regional 
trade  groups  which  primarily  assist  those  companies  exporting  speciality  products 
not  represented  by  commodity-oriented  trade  associations.  The  Department  is  fully 
committed  to  increasing  the  participation  of  small  and  medium-sized  firms  in  the 
MPP.  More  than  375  companies,  compared  to  269  companies  in  1992,  have  applied 
for  participation  in  the  1993  brand  programs  conducted  by  the  state  regional  trade 
groups.  To  further  broaden  participation  in  the  MPP,  in  1992  the  Department  pro- 
vided support  for  36  seminars  for  small  and  disadvantaged  businesses  covering  32 
States.  These  seminars  explain  the  Department's  export  assistance  programs  and 
provide  technical  training  in  export  marketing,  financing  and  shipping.  Due  to  the 
success  of  these  seminars,  a  similar  program  is  planned  in  1993. 

Mr.  Walsh.  Do  companies,  as  a  precondition  for  participation  in  the  MPP,  have  to 
document  additionality;  that  is,  the  increased  sales  attributed  to  the  MPP?  What 
progress  has  FAS  made  in  ensuring  that  companies  provide  this  information? 

Response.  To  date,  the  Department  has  not  specifically  imposed  a  requirement  to 
document  additionality  as  a  precondition  for  participation  in  the  Market  Promotion 
Program.  What  participants  are  required  to  provide  is  a  benchmark  and  goal  for 
each  activity.  Periodic  status  reviews  and  activity  evaluations  are  conducted  to 
measure  progress  towards  achieving  the  established  goals.  This  information,  along 
with  other  factors,  has  been  taken  into  account  in  determining  the  continuation  of 
programs  and/or  future  funding  levels. 

Those  participants  authorized  to  conduct  brand  promotion  programs  must  submit 
to  the  Foreign  Agricultural  Service  for  review  and  approval,  its  procedures  and  cri- 
teria for  distributing  funds  among  companies.  For  most  organizations,  one  such 
factor  is  prior  year's  export  performance  in  relation  to  prior  year's  export  goals. 
Evaluations  are  also  required  of  brand  promotion  activities. 

Mr.  Walsh.  How  much  MPP  funding  is  going  to  foreign  companies  and  explain 
how  this  funding  would  benefit  U.S.  agricultural  producers? 

Response.  The  amount  of  MPP  funds  budgeted  by  foreign  companies  in  1991  and 
1992  was  $12.6  million  and  $17.3  million,  respectively.  It  is  important  to  recognize, 
however,  that  these  amounts  include  $7.7  million  in  1991  and  $11.2  million  in  1992, 
allocated  to  Cotton  Council  International— CCI — to  support  licensing  promotion 
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agreements  between  CCI  and  foreign  manufacturers.  Under  the  licensing  agree- 
ments, CCI,  using  the  MPP  funding,  produces  advertisements  utilizing  the  COTTON 
USA  emblem  and  shows  a  licensed  manufacturer's  product  within  the  CCI  adver- 
tisement. In  turn,  the  licensed  manufacturers  produce  at  their  own  costs  advertise- 
ments and  include  CCI's  COTTON  USA  emblem.  CCI  does  not,  therefore,  reimburse 
foreign  manufacturers  for  the  cost  of  their  promotional  campaigns. 

First  and  foremost,  the  Department  is  committed  to  promoting  the  U.S.  contents 
of  products,  thereby  benefiting  the  American  producer.  The  brand,  whether  it  be 
U.S.  or  foreign,  only  serves  as  the  vehicle  for  accomplishing  this  objective.  In  some 
cases,  foreign  brands  provide  the  most  economical  and  practical  way  to  promote 
U.S.  agricultural  commodities.  Other  times,  foreign  brands  are  used  to  overcome 
certain  market  access  restrictions.  In  any  event,  the  end  result  is  the  same — in- 
creased exports  for  U.S.  agricultural  commodities  and  products. 

Mr.  Walsh.  In  the  operations  of  the  MPP  there  has  been  a  substantial  increase  in 
the  number  of  new  MPP  commodity  groups  that  have  been  granted  participant  or- 
ganization status  by  FAS,  thereby  making  them  eligible  for  access  to  MPP  funds, 
i.e..  New  York  Wine  and  Grape  Foundation. 

As  I  understand  it  many  of  these  new  commodity  based  participant  organizations 
were  previously  associated  with  state  regional  trade  groups  like  EUSAFEC.  Howev- 
er, these  new  participant  organizations  and  the  companies  producing  products  from 
those  commodities  are  prohibited  from  participating  in  EUSAFEC  and  other  state 
regional  trade  groups'  export  promotion  programs. 

As  more  of  these  commodity  groups  form  participant  organizations  and  become 
eligible  for  MPP  funds  that  leaves  a  smaller  playing  field  for  state  regional  trade 
groups  to  choose  from.  That  reduces  the  number  of  companies  and  products  avail- 
able for  inclusion  in  state  regional  trade  groups'  export  development  programs. 
Even  more  important  is  that  these  new  commodity  based  participant  organizations 
are  spending  hard  to  get  U.S.  industry  funding  to  develop  their  own  administrative 
capabilities  which  duplicate  those  that  already  exist  within  EUSAFEC.  A  continu- 
ation of  this  process  could  jeopardize  EUSAFEC  and  other  state  regional  trade 
groups  as  state  departments  of  agriculture  will  withdraw  financial  support  from 
these  regional  organizations.  Is  FAS  aware  of  the  potential  problems  caused  by  the 
subordination  of  state  regional  trade  groups  to  commodity  participants  in  export 
promotion  programs  funded  from  the  Market  Promotion  Program  and  what  is  FAS 
planning  to  do  to  address  these  concerns? 

Response.  The  Foreign  Agricultural  Service  does  not  agree  that  its  current  policy 
works  to  subordinate  state  regional  trade  groups  to  commodity  organizations  receiv- 
ing Market  Promotion  Program — MPP — funds.  Consequently,  we  do  not  foresee  po- 
tential problems  surrounding  this  issue. 

In  determining  allocations,  the  Department  reviews  each  application  in  accord- 
ance with  regulatory  requirements  and  criteria.  We  consider  such  factors  as  man- 
agement capabilities,  contribution  levels,  adequacy  of  the  strategic  plan,  and  prior 
export  experience.  Given  the  limited  availability  of  funds,  it  is  essential  that  we  al- 
locate funds  in  the  most  judicious  and  effective  manner  possible.  This  includes 
eliminating  support  to  the  same  commodity  through  two  different  groups,  thereby 
avoiding  duplicative  programs.  This  has  been  a  long-standing  policy  and  ensures  the 
equity  of  the  allocation  process. 

We  recognize  that  the  state  regional  trade  groups  play  an  integral  part  in  assist- 
ing new  industries  explore  market  opportunities  overseas.  However,  there  normally 
comes  a  time  when  new-to-export  industries  develop  enough  expertise  to  manage 
their  own  programs.  Such  was  the  case  with  the  New  York  wine  industry,  the  pop- 
corn industry,  and  the  honey  industry.  Working  with  commodity  groups  ensures 
that  market  development  programs  are  planned  and  implemented  by  people  who 
know  their  specific  industry.  "They  are  also  able  to  focus  directly  on  the  needs  and 
issues  facing  their  particular  commodities  in  the  marketplace. 

EXPORT  ENHANCEMENT  PROGRAM 

Mr.  Walsh.  Although  the  Bush  administration  negotiated  a  tentative  draft  agree- 
ment on  agriculture  in  the  GATT  negotiations,  the  resolution  of  the  GATT  round  is 
nowhere  in  sight.  With  the  GATT  triggers  scheduled  to  go  into  effect  in  fiscal  year 
1994,  do  you  think  the  EEP  will  be  effective  and  act  as  an  impetus  for  encouraging 
the  European  Community  to  conclude  the  GATT  negotiations? 

Response.  The  GATT  triggers,  in  part,  mandate  that  the  Department  increase  the 
export  promotion  programs  by  $1  billion  over  the  period  fiscal  years  1994-1995.  The 
Administration  and  the  Department  are  analyzing  how  best  to  use  those  additional 
resources.  The  most  likely  avenues  of  achieving  the  intended  goals  of  the  triggers 
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would  be  through  program  level  increases  for  the  Export  Enhancement  Program, 
the  GSM  programs,  the  Market  Promotion  Program,  or  a  combination  of  these  pro- 
grams. 

Mr.  Walsh.  In  your  testimony,  you  mentioned  that  high-value  exports  now  repre- 
sent 55  percent  of  U.S.  trade  and  are  the  fastest  growing  sector  of  the  global 
market.  What  is  the  current  percentage  of  EEP  expenditures  on  high-value  or 
value-added  agricultural  commodities?  Why  aren't  we  providing  more  funds  for 
value-added  agricultural  commodities?  (The  1990  Farm  Bill  set  the  objective  that  25 
percent  of  the  value  or  volume  of  exports  under  the  EEP  be  in  the  form  of  high- 
value  or  value-added  commodities.) 

Response.  USDA  routinely  makes  opportunities  available  for  intermediate  and 
consumer-oriented  product  exports  under  EEP.  Thus  far  in  fiscal  year  1993,  5  new 
initiatives  for  intermediate  and  consumer-oriented  products  have  been  announced 
and  25  initiatives  for  such  products  have  been  renewed.  At  present,  35  of  the  80 
EEP  initiatives  with  outstanding  balances  are  for  either  intermediate  or  consumer- 
oriented  products. 

While  USDA  provides  exporters  with  opportunities  to  make  sales  of  intermediate 
and  consumer-oriented  products  under  the  EEP  by  making  initiatives  available, 
many  of  the  initiatives  for  these  products  expire  with  unused  balances.  If,  at  any 
given  time,  sales  for  the  amount  of  outstanding  EEP  balances  on  all  initiatives  were 
completed,  between  30  and  40  percent  of  the  bonuses  awarded  would  be  spent  for 
intermediate  and  consumer-oriented  products.  Unfortunately,  sales  made  under 
EEP,  not  the  lack  of  opportunities,  have  resulted  in  only  14.5  percent  of  the  bonuses 
being  awarded  to  exporters  of  intermediate  and  consumer-oriented  products  for 
fiscal  year  1993  as  of  February  18. 

P.L.  480   (FOOD  FOR  PEACE) 

Mr.  Walsh.  Has  the  Enterprise  for  the  Americas  program  been  successful  in  en- 
couraging qualifying  countries  to  support  environmental-related  activities  such  as 
debt-for-nature  swaps? 

Response.  In  October  1992,  amendments  to  the  Enterprise  for  the  Americas  Initia- 
tive were  enacted  which  provide  authority  for  the  sale  of  CCC  rescheduled  export 
credit  debt  to  support  the  environment  through  debt-for-development  and  debt-for- 
nature  swaps.  No  fiscal  1993  appropriations  were  made  for  these  sales.  However,  we 
have  signed  Americas  framework  Agreements  with  Jamaica,  Chile  and  Bolivia 
which  provide  for  interest  payments  on  P.L.  480  Title  I  debt  reduced  under  the  En- 
terprise for  the  Americas  Initiative  to  be  paid  into  an  account  for  environmental 
uses.  These  countries  are  currently  developing  commissions  to  manage  the  funds 
which  will  ultimately  be  disbursed  for  environmental  projects.  We  expect  to  sign 
similar  Americas  Framework  Agreements  with  El  Salvador  and  Uruguay  shortly. 

Mr.  Walsh.  What  P.L.  480  activities  have  been  established  in  Eastern  Europe  and 
how  do  our  export  promotion  activities  compare  to  the  export  promotion  activities  of 
the  European  Community? 

Response.  In  fiscal  1993,  USDA  has  thus  far  allocated  $90  million  in  P.L.  480, 
Title  I  funds  for  concessional  sales  and  Food  for  Progress  grants  to  six  countries  in 
Eastern  Europe:  Albania — $15  million,  Estonia — $25  million,  Latvia — $5  million, 
Lithuania— $25  million,  Moldova — $10  million,  and  Romania — $10  million.  In  fiscal 
1992,  $73  million  was  allocated  to  Eastern  European  countries  under  Title  I. 

The  European  Community  has  built  an  aggressive  program  of  ECU  45  million — 
$53  million — in  food  aid  to  the  Baltic  Republics,  of  which  about  50  percent  has  been 
delivered  to  date.  The  EC  is  also  holding  intervention  stocks  as  special  aid  for  the 
Baltics. 

Moldova  has  received  ECU  27  million — $31  million — of  food  and  medical  credits 
under  the  European  Community's  ECU  1,250  million— $1,272  billion— credit  pack- 
age for  the  NIS. 

DAIRY  export  INCENTIVE  PROGRAM 

Mr.  Walsh.  Last'-year,  aggressive  utilization  of  the  Dairy  Export  Incentive  Pro- 
gram (DEIP)  was  a  significant  factor  in  propping  up  milk  prices.  (NMPF  estimated 
that  the  program  incresised  milk  prices  by  55  cents  per  hundredweight.)  With  milk 
prices  for  farmers  forecast  to  be  significantly  lower  this  year,  is  FAS  and  the  Clin- 
ton Administration  going  to  continue  to  aggressively  utilize  the  Dairy  Export  Incen- 
tive Program  (DEIP)  to  strengthen  milk  prices  for  dairy  farmers? 

Response.  On  January  19,  1993,  we  announced  the  calendar  year  1993  DEIP  pro- 
gram to  promote  the  export  of  204,020  metric  tons  (MT)  of  milk  powder  to  97  coun- 
tries, 48,415  MT  of  butterfat  to  76  countries,  and  5,800  MT  of  cheese  to  13  countries. 
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This  represents  an  increase  over  the  aggregate  allocations  announced  under  the 

1992  DEIP  program  which  led  to  the  sale  of  155,486  MT  of  dairy  products.  Given 
market  conditions,  we  anticipate  that  sedes  under  the  1993  DEIP  will  be  at  levels 
similar  to  1992. 

BARTER  ISSUES 

Mr.  Walsh.  The  defaults  by  Russian  on  U.S.  export  credit  guarantees  have  raised 
questions  about  Russia's  creditworthiness.  I  am  pleased  to  see  the  willingness  of 
FAS  to  pursue  non-traditional  trading  channels  with  the  many  countries  of  the 
former  Soviet  Union  and  I  strongly  support  FAS's  decision  to  allow  third  country 
barter  transactions.  With  the  instability  in  Russia,  the  Ukraine  and  the  other 
former  states  of  the  Soviet  Union  likely  to  continue  for  some  time  I  believe  that 
U.S.  export  programs  should  pursue  increasing  barter  arrangements  with  Russia. 
What  is  FAS's  attitude  toward  expanding  barter  trade  and  what  does  FAS  see  as 
the  advant£iges  and  disadvantages  of  govemment-to-government  or  government-to- 
private  sector  barter? 

Response.  Let  me  point  out  that  the  EEP  modifications  allowing  third  country 
buyers,  which  deviate  from  normal  program  requirements,  was  not  an  effort  to  stim- 
ulate barter  trade.  The  modifications  provided  U.S.  exporters  access  to  additional 
trade  flows  with  the  former  Soviet  Union.  Exporters  can  now  enter  supply  contracts 
with  "offshore"  firms  that  are  able  to  finance  the  purchase  of  the  U.S.  Eigricultural 
commodities  for  delivery  to  the  former  Soviet  Union.  The  ability  of  the  "offshore" 
firm  to  finance  the  transaction  may  or  may  not  be  based  in  barter.  Our  presumption 
is  that  beyond  simple  barter,  these  sales  are  being  financed  through  countertrade 
which  can  include  more  complex,  linked  trading  transactions  that  can  extend  over 
varying  periods  of  time. 

FAS  s  view  is  that  classic  barter  is  a  relatively  inefficient  means  of  trade  and  that 
the  U.S.  Government  would  normsdly  be  less  efficient  in  carrying  out  barter  trans- 
actions than  would  the  private  sector.  However,  as  indicated  by  our  change  in  the 
EEP  to  permit  offshore  buyers,  FAS  is  interested  in  exploring  efficient  non-tradi- 
tional means  of  trade  finance  to  expand  U.S.  agricultural  trade.  For  example,  we 
are  examining  the  possible  utilization  of  our  commercial  export  credit  programs  in 
private  sector  countertrade  to  see  if  this  could  stimulate  the  export  of  U.S.  agricul- 
tural commodities  to  the  former  Soviet  Union.  We  are  also  participating  with  the 
Interagency  Group  on  Countertrade,  chaired  by  the  Department  of  Ck)mmerce,  as 
part  of  this  effort. 

AGRICULTURAL  EXPORT  PROGRAMS  IN  CHINA  AND  THE  PACIFIC  RIM 

Mr.  Walsh.  What  has  been  the  success  of  our  agricultural  export  programs  in 
China  and  the  Pacific  Rim  countries?  How  much  do  we  sell  to  these  countries  and 
what  are  we  doing  to  promote  increased  sales  of  U.S.  agricultural  commodities  to 
Pacific  Rim  countries? 

Response.  We  continue  to  be  pleased  with  the  impact  our  programs  are  having  on 
the  export  of  U.S.  agricultural  exports — excluding  forest  products — to  China  was  ap- 
proximately $690  million,  up  almost  5  percent  from  the  previous  year;  for  the  Pacif- 
ic Rim,  this  total  reached  $15.8  billion,  8  percent  higher  than  the  previous  year,  and 
over  5  percent  higher  than  the  five  year  average  for  this  region.  We  continue  to  be 
optimistic  about  opportunities  for  U.S.  agricultural  products  in  these  markets  and 
endeavor  to  guide  the  Department's  coordinated  marketing  efforts  to  these  markets 
in  a  manner  that  will  result  in  the  greatest  impact  for  all  those  involved  in  the  pro- 
grams. 

Presently,  the  China  market  is  highly  price-sensitive  and  imports  are  primarily 
wheat  and  cotton.  However,  the  U.S.  has  been  very  successful  in  exporting  bulk  ag- 
ricultural products  to  this  highly  competitive  market.  For  example,  due  to  specific 
marketing  activities,  including  the  Export  Enhancement  Program,  for  fiscal  year 

1993  through  February,  the  U.S.  had  sold  roughly  2  million  tons  of  wheat.  Further- 
more, we  expect  to  capture  greater  than  one-third  of  this  highly  competitive 
market,  reaching  nearly  8  million  tons  this  year.  Marketing  efforts  for  intermediate 
and  consumer-oriented  U.S.  agricultural  products  are  now  at  the  grass-roots  level 
and  are  beginning  to  have  an  initied  impact  upon  this  vast,  developing  market. 

Also  of  particular  importance  are  highly  successful  agricultural  marketing  efforts 
in  Japan,  a  developed  market  which  has  imported  U.S.  agricultural  products  valued 
at  nearly  $8  billion  per  year  over  the  past  five  years.  Japan  is  the  world's  largest 
net  importer  of  agricultural  products,  and  although  the  value  of  U.S.  agricultural 
imports  declined  by  2  percent  in  1991 — the  most  recent  complete  data  available — 
the  U.S.  remained  the  top  supplier  of  food  products  to  Japan,  with  a  35  percent 
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market  share.  Import  demand  is  expected  to  grow  as  consumption  rises  faster  than 
production.  Moreover,  recent  market  Uberalization  and  changes  in  the  Japanese  life- 
style should  create  new  opportunities  for  U.S.  products. 

Examples  of  success  in  Japan  include: 

Promotional  efforts  undertaken  by  the  California  Pistachio  Commission  have  con- 
vinced Japanese  importers  and  retail  trade  of  the  superior  quality  of  California  pis- 
tachios. Due  in  part  to  Targeted  Export  Assistance /Market  Promotion  Program  sup- 
ported activities,  exports  of  California  pistachios  to  Japan  increased  80  percent  in 
volume  and  95  percent  in  value  for  the  period  September  1991  through  April  1992 
compared  to  the  same  period  the  previous  year. 

Sunkist  Growers,  a  Market  Promotion  Program/Export  Incentive  Program  partic- 
ipant, launched  an  extensive  advertising  and  sales  promotion  program  to  regain  its 
Japanese  market  share  which  decreased  as  a  result  of  the  1990/91  crop  freeze.  Ex- 
ports of  navel  oranges  to  Japan  posted  a  new  carton  sales  high  of  2.8  million  cartons 
during  1991/92,  representing  a  33  percent  increase  over  the  previous  high. 

The  1991  Japanese  liberalization  of  beef  imports  prompted  the  Meat  Export  Fed- 
eration to  conduct  a  Market  Promotion  Program-funded,  multilevel  campaign  aimed 
at  consumers,  the  trade  and  the  retail  sector.  As  a  result,  six  of  Japan's  largest  su- 
permarket chains  purchased  35  percent  more  U.S.  beef  in  1991  compared  to  1990. 
U.S.  market  share  also  increased  from  36  to  40  percent,  while  Australia's  and  the 
domestic  market  share  decreased  two  and  four  percentage  points,  respectively. 

Taiwan,  a  traditional  market  for  U.S.  bulk  and  intermediate  agricultural  prod- 
ucts, is  rapidly  becoming  an  important  market  for  U.S.  value-added  agricultural 
products.  Continued  economic  growth,  coupled  with  Taiwan's  agricultural  trade 
policy  reform,  should  significantly  boost  imports  of  U.S.  agricultural  products,  par- 
ticularly in  the  high-value  sector,  during  this  decade. 

Examples  of  success  in  Taiwan  include: 

According  to  an  independent  survey,  purchase  frequency  of  California  kiwifruits 
by  Taiwanese  consumers  decreased  from  13.6  times  per  year  in  1989/90  to  10.4  times 
per  year  in  1990/91.  To  counter  further  decline,  the  California  Kiwifruit  Commis- 
sion conducted  in-store  promotions  using  Market  Promotion  Program  funds  to  in- 
crease visibility  in  Taiwanese  retail  outlets.  This  promotional  support  led  to  an  in- 
crease in  purchase  frequency  to  18.7  times  per  year  for  the  1991/92  season.  More- 
over, shipments  of  California  kiwifruit  increased  200  percent  over  the  same  period  a 
year  ago. 

The  Western  U.S.  Agricultural  Trade  Association,  a  Targeted  Export  Assistance/ 
Market  Promotion  Program  participant,  sponsored  a  retail  promotion  of  both  fresh 
and  processed  foods  in  Taiwanese  supermarkets.  During  the  promotion,  sales  of 
fresh  fruits  and  vegetables  increased  54  percent  and  grocery  items,  excluding  U.S. 
beef,  increased  185  percent.  Sales  of  fresh  fruits  and  vegetables  and  grocery  items 
also  registered  increases  in  the  month  immediately  following  the  promotion  at  125 
percent  and  44  percent,  respectively. 

To  increase  consumer  awareness  of  premium  quality  U.S.  Concord  Grape  prod- 
ucts, the  National  Grape  Co-operative  Association  conducted  a  sampling  program  in 
Taiwan.  This  Market  Promotion  Program-supported  activity  helped  boost  1991  sales 
of  grape  juice  to  the  Taiwanese  distributors  by  42  percent  compared  to  1990. 

Korea,  consistently  among  the  top  five  export  markets  for  U.S.  agricultural  prod- 
ucts, is  also  rapidly  becoming  an  important  market  for  high-value  products.  Al- 
though certain  barriers  still  exist,  rapid  income  growth,  an  improving  distribution 
infrastructure,  and  a  large  young  population  are  expected  to  contribute  to  a  larger 
Korean  market  for  U.S.  agricultural  products. 

Examples  of  success  in  Korea  include: 

To  increase  wheat  consumption  in  the  Korean  market,  the  U.S.  Wheat  Associates, 
in  conjunction  with  a  leading  Korean  confectionery  company,  developed  a  new  food 
item  made  from  wheat.  Sales  of  this  new  puffed  whole  wheat  product  increased  31 
percent  over  1990  and  are  expected  to  soar  to  50  percent  in  1992,  amounting  to  7,500 
metric  tons  of  U.S.  wheat. 

The  lifting  of  Korean  trade  restrictions  on  dry  pea  imports  prompted  the  USA 
Dry  Pea  and  Lentil  Council — USADPLC — to  begin  active  promotion  in  this  market. 
To  raise  the  visibility  of  U.S.  dry  peas  and  lentils,  the  USADPLC  attended  the 
American  Food  Fair  in  Seoul  where  they  displayed  samples  and  distributed  litera- 
ture to  the  Korean  trade.  This  activity  contributed  to  an  eight-fold  increase  in  U.S. 
dry  pea  exports  to  Korea  between  September  1991  and  May  1992. 

With  help  of  Market  Promotion  Program/Export  Incentive  Program  funds,  S&W 
Fine  Foods  has  increased  brand  awareness  of  its  canned  sweet  corn  in  Korea. 
Through  product  demonstrations  and  an  extensive  mail  campaign  which  emphasize 
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quality  and  a  premium  product,  S&W  has  tripled  its  sales  of  corn  from  500  cases  to 
more  than  1,500  cases  per  month  . 

Mr.  Walsh.  What  is  your  department's  role  in  monitoring  and  implementing  the 
NAFTA  agreement?  Do  you  foresee  any  minor  modifications  to  the  NAFTA's  agri- 
culture provisions  being  made  in  any  of  the  side  agreements  to  the  NAFTA  accord 
that  the  Clinton  administration  will  be  negotiating?  (i.e.,  food  safety,  pesticides) 
What  agricultural  geographic  regions  will  benefit  or  be  negatively  impacted  by  this 
accord?  What  about  the  Northeast  region?  New  York? 

Response.  The  Foreign  Agricultural  Service  (FAS)  and  the  Office  of  the  Under 
Secretary  for  International  Affairs  and  Commodity  Programs,  along  with  our  coun- 
terparts from  the  U.S.  Trade  Representative's  Office,  were  responsible  for  negotiat- 
ing the  agricultural  provisions  of  the  NAFTA.  Once  implemented,  we  expect  to  be 
heavily  involved  in  monitoring  Mexico's  compliance  with  the  NAFTA  provisions  to 
ensure  a  smooth  implementation  of  the  NAFTA,  especially  in  areas  concerning  the 
special  agricultural  safeguard,  the  elimination  of  Section  22  quotas  on  Mexican 
products,  and  the  special  provisions  on  sugar.  We  expect  that  FAS  will  participate 
in  the  Ck)mmittee  on  Agricultural  Trade,  which  is  responsible  for  monitoring  and 
implementing  the  NAFTA  agricultural  provisions,  as  well  as  the  Committee  on  San- 
itary and  Phytosanitary  Measures. 

President  Clinton  has  stated  he  wants  to  negotiate  supplemental  side  agreements 
to  the  NAFTA  on  labor,  the  environment,  and  import  surges.  He  has  also  stated 
that  he  does  not  want  to  re-open  the  NAFTA  text;  that  is,  these  side  agreements 
will  supplement  but  not  alter  the  NAFTA,  as  currently  negotiated.  Therefore,  we  do 
not  anticipate  modifications  to  the  NAFTA  accord. 

We  expect  broad  economic  benefits  from  the  NAFTA  for  all  regions  of  the  coun- 
try. Border  areas  are  likely  to  see  the  greatest  benefits  from  expanded  trade  and 
economic  activity,  but  may  also  feel  more  competition  in  certain  commodities  from 
increased  Mexican  exports.  The  Northeast  region,  being  further  away  from  the 
border,  is  likely  to  be  less  affected  by  the  NAFTA  than  border  regions.  But  we  an- 
ticipate gains  in  exports  that  are  important  to  the  Northeast  region — for  example, 
dairy  products  and  fruit.  New  York,  the  third  largest  U.S.  dairy  and  apple  producer, 
can  expect  to  see  growing  market  opportunities  for  these  products  in  a  liberalized 
Mexican  market. 

CONCLUDING  REMARKS 

Mr.  DuRBiN.  I  want  to  thank  the  panel  for  joining  us  here.  And 
obviously,  we  stepped  into  a  controversial  discussion.  What  I  would 
like  to  ask  you  to  consider  doing  is  getting  back  to  us  with  perhaps 
an  update,  for  the  first  five  months  of  this  fiscal  year,  on  the 
Market  Promotion  Program  in  terms  of  what  your  activity  has 
been. 

I  would  like  to  see  that  before  we  go  into  mark-up  to  see  what 
kind  of  changes  have  been  made  in  this  program  consistent  with 
your  suggestions  last  year.  So  if  you  could  give  us  some  informa- 
tion on  how  things  are  going  and  how  the  money  is  being  spent, 
and  maybe  some  background  on  your  strategies  for  different  invest- 
ments for  different  areas,  that  would  be  very  helpful. 

Thank  you  very  much  for  joining  us. 

[The  prepared  statement  follows:] 
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statement  of 

Richard  B.  Schroeter 

Acting  Administrator 

Foreign  Agricultural  Service 

U.S.  Department  of  Agriculture 

Before  the  House  Appropriations  Subcomnittee  on 

Agriculture,  Rural  Development, 

Pood  and  Drug  Administration, 

and  Related  Agencies 


Hr.  Chairmaui,  members  of  the  Subcoimnittee,  I  appreciate  this  opportunity 
to  meet  with  you  today  to  discuss  the  work  of  the  Foreign  Agricultural 
Service  (FAS) . 

Our  basic  mission,  to  put  it  very  simply,  is  EXPANDING  EXPORTS.   We 
serve  to  advauice  and  reinforce  the  efforts  of  the  private  sector  to  sell 
U.S.  food  and  agricultural  products  overseas.   In  so  serving,  we  directly 
si^port  the  mission  of  Secretary  Espy  for  the  U.S.  Department  of 
Agriculture:  To  enhance  the  income  of  U.S.  fanners  at  minimum  cost  to 
taxpayers,  which  is  to  promote  the  economic  health  of  rural  America. 

Exports  generate  one  dollar  in  every  five  earned  by  U.S.  farmers  from 
the  marketplace.   And  each  dollar  in  export  earnings  generates  another 
$1.40  in  business  off  the  farm.   From  an  employment  perspective,  an 
estimated  860,000  full-time  jobs  --  including  nearly  545,000  jobs  off  the 
farm  --  hinge  on  the  health  of  U.S.  agricultural  exports  each  year.   In 
other  words,  a  vibrant  export  sector  is  crucial  not  only  to  the  health  of 
U.S.  agriculture,  but  to  the  health  of  the  entire  U.S.  economy. 

U.S.  agriculture  also  continues  to  consistently  to  show  a  trade  surplus. 
Net  agricultural  exports  of  $18  billion  in  1992  helped  to  partially  offset 
a  $94  billion  deficit  in  nonfarm  trade. 
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Having  described  the  FAS  mission,  and  the  importance  of  that  mission  to 
the  U.S.  farmer  and  the  U.S.  economy,  I'd  like  to  emphasize  that  the 
accomplishment  of  that  mission  has  only  been  possible  through  the 
tremendous  contributions  of  FAS'  committed  workforce. 

The  combined  strength  of  the  Foreign  Agricultural  Service  and  the  Office 
of  the  General  Sales  Manager  is  898  employees  --  roughly  three-fourths  of 
whom  work  in  Washington  eind  one -fourth  of  whom  are  located  at  75  field 
offices  abroad.   Nearly  half  of  these  employees  are  women  and  more  than  a 
fourth  are  minorities.   Meuiy,  if  not  most,  of  these  employees  chose  to  work 
for  FAS  because  they  are  deeply  committed  to  the  agency's  mission.   They 
have  made  invaluable  contributions  to  the  total  quality  of  the  working 
environment  eind  have  actively  contributed  ideas  and  suggestions.   Many  of 
them  also  have  donated  hundreds  of  hours  of  their  own  personal  time  to 
ensure  that  the  agency  was  able  to  meet  the  increasing  demsinds  laid  upon 
it. 

Recently,  because  of  the  need  to  limit  spending,  the  agency  has  had  to 
freeze  employment  and  seek  to  reduce  the  total  numbers  of  employees  through 
attrition.   These  events,  as  should  be  expected,  are  having  a  impact  upon 
agency  morale.   We  are  working  hard  to  address  these  employee  concerns 
through  the  agency's  Equal  Employment  Opportunity  Advisory  Committee  and 
other  activities  designed  to  keep  the  channels  of  communications  open. 

In  my  testimony  today,  I  will  devote  some  time  to  discussing  F7^  progrcun 
accomplishments.   However,  I  want  to  focus  most  of  my  attention  on  the 
changing  priorities  for  the  agency  and  particularly  on  the  challenges  we 
face  in  the  future. 
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The  Acting  General  Sales  Manager,  who  is  also  here  today,  will  discuss 
the  specifics  o£  the  e:q>ort  programs  he  administers,  which  include  the 
foreign  food  aid,  export  credit  guarantee,  aund  export  enhancement  programs. 

MARKET  DEVELOPMENT 

FAS'  market  development  programs  include  the  Market  Promotion  Program 
(MPP) ,  the  Cooperator  Market  Development  Program,  the  Export  Enhcincement 
Program  (EEP) ,  Sunflower  Oil  Assistance  Program  (SOAP) ,  Cottonseed  Oil 
Assistance  Program  (COAP) ,  Dairy  Export  Incentive  Program  (DEIP) ,  Public 
Law  480  Title  I  Concessional  Credit  Program,  and   the  CCC  Credit  Guarantee 
Programs . 

These  programs  affect  the  livelihood  of  virtually  every  U.S.  farmer, 
since  part  of  practically  every  crop  grown  in  the  United  States  is 
exported.   FAS  uses  all  of  its  export  programs  aggressively  to  ensure  U.S. 
farmers  and  exporters  are  able  not  only  to  maintain  a  high  level  of  sales 
in  esteQ3lished  markets,  but  also  to  capitalize  on  emerging  market 
opportunities . 

Some  of  these  programs  --  such  as  the  MPP,  EEP,  DEIP,  SOAP,  cuid  COAP  -- 
are  relatively  new.   They  were  implemented  in  the  mid-1980' s  in  response  to 
chamging  trade  conditions  and  a  mandate  from  the  Congress.   Other  efforts, 
such  as  the  Cooperator  and   P.L.  480  programs,  have  evolved  over  the  past  40 
years . 

Taking  on  these  new,  multi -million  dollar  prograuns  has  dramatically 
cheuiged  the  nature  of  the  agency  in  recent  years .   In  essence ,  we  have 
shifted  far  more  in  the  direction  of  a  program  inplementation  agency,  and 
this  shift  has  not  been  without  its  problems . 

For  example,  the  combined  eiqport  program  portfolio  of  FAS  and  the  Office 
of  the  General  Sales  Manager  exceeded  $9  billion  in  fiscal  year  1992, 
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almost  twice  the  program  size  prior  to  iinplementation  of  the  Food  Security 
Act  of  1985.   The  consequences  of  trying  to  do  too  much,  too  quickly,  with 
too  few  resources  to  maintain  effective  program  controls  were  a  number  of 
problems  which  have  been  addressed  in  various  GAO  euid  OIG  audits  and 
reviews . 

I  will  not  attempt  to  minimize  those  problems.   No  one  in  the  agency  is 
impressed  that  in  the  past  four  years  DSDA' s  Office  of  the  Inspector 
General  made  92  recommendations  to  the  agency  on  ways  to  strengthen  program 
management.   The  agency  has  since  successfully  implemented  90  of  those 
recommendations,  and  we  have  also  implemented  a  number  of  other  management 
improvements  recommended  by  the  General  Accounting  Office. 

However,  we  are  working  to  ensure  there  will  be  a  need  for  far  fewer  GAO 
and  OIG  audits  eurid  investigations  in  the  future  because  of  increased 
confidence  in  our  management  controls  and  anticipatory  actions.   For 
example,  the  next  time  we  appear  before  you  I  hope  we  can  report  that  the 
agency  ran  its  operations  in  such  a  way  that,  after  review,  these  audit 
groups  could  make  no  recommendations  for  improvements.   I  can,  with 
certainty,  assure  you  that  FAS  will  continue  to  make  sound,  effective 
mamagement  of  USDA' s  export  programs  our  highest  priority. 

I  would  like  now  to  shift  to  some  discussion  of  the  progrcuns  themselves, 
and  how  they  help  to  fulfill  the  FAS  export  mission.   I  will  limit  my 
remarks  to  the  Cooperator  Program  euid  MPP  program.   The  other  programs  will 
be  discussed  in  detail  in  the  General  Sales  Manager's  statement. 

MARKET  PROMOTION  PRO^IAN 
The  MPP  was  mandated  by  the  FACT  Act  of  1990  to  replace  the  Targeted 
Esqiort  Assistance  (TEA)  program.   The  TEA  program,  and  now  the  MPP,  work  to 


580 


-5- 

expand  outreach  o£  our  market  development  activities,  especially  for 
high- value  products. 

The  MPP  encourages  the  development,  maintenance,  and  expansion  of 
commercial  e]q)ort  markets  for  agricultural  commodities.   Under  MPP,  we  use 
funds  from  the  Commodity  Credit  Corporation  to  partially  reimburse  prograun 
participants  for  market  development  projects  that  meet  specific  program 
criteria. 

For  fiscal  1993,  DSDA  has  allocated  over  $147  million  under  the  MPP  to 
private  sector  orgsuiizations  to  conduct  promotions  for  a  wide  variety  of 
products  in  more  than  100  countries.   We  have  also  allocated  $1  million  for 
program  evaluation  --to  make  sure  that  we  are  getting  "the  most  bang  for 
our  bucks . " 

We  do  know  that  the  program  has  helped  to  more  thaui  double  U.S.  e^orts 
of  consumer -ready  products  from  $5.2  billion  in  1985,  the  year  before  the 
program  started,  to  $13.5  billion  in  fiscal  1992. 

The  progrcun  has  been  used,  for  excuiple,  to  promote  sales  of  pistachios 
and  beef  to  Japan;  salmon,  cranberries  and  peanuts  to  the  United  Kingdom; 
grape  juice  to  Taiwan;  canned  com  to  Korea;  peaches  to  Singapore;  wood 
products  to  Mexico;  rice  to  the  former  Soviet  Union;  and  the  list  goes  on 
and  on. 

Overall,  the  MPP  and  the  TEA  program  before  it  have  been  extremely 
useful  tools  in  fulfilling  our  mauidate  to  help  boost  U.S.  agricultural 
exports . 

COOPERATOR  PROGRAM 
The  MPP  has  built  on  the  success  of  our  long-steuiding  market  development 
activities  with  the  private  sector.   The  Cooperator  Market  Development 
Program  has  been  the  backbone  of  FAS'  efforts  in  this  area  almost  since  the 
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agency  came  into  existence  in  1953.   Its  successes  are  the  result  of  a 
unique  partnership  between  U.S.  agricultural  organizations  and  USDA.   We 
have  combined  forces  cuid  pooled  our  technical  and  financial  resources  to 
carry  out  a  wide  variety  of  foreign  market  development  projects. 

In  new  markets,  activities  include  market  research,  product 
demonstrations,  buyer  educational  activities,  working  with  government  and 
trade  officials  to  solicit  business,  emd  pressing  on  market  access  issues. 
In  more  developed  markets,  activities  include  technical  trade  servicing  to 
help  buyers  choose  the  right  U.S.  product  and  use  it  efficiently,  joint 
promotions  with  foreign  customers,  media  contacts,  public  relations,  euid 
educational  activities. 

For  exainple,  in  1992,  cooperators  held  seminars  in  Mexico  on  the  quality 
and  wholesomeness  of  U.S.  poultry  and  on  U.S.  peanut  quality- control 
issues.   Both  activities  led  to  significouit  increases  in  esqports  for  U.S. 
producers  in  the  Hexican   market. 

In  the  United  Kingdom,  three  years  of  trade  servicing  by  euiother 
cooperator  group  culminated  in  the  opening  of  the  U.K.  market  to  imports  of 
standard  American  Ixjmber  sizes  for  use  in  roofing  systems. 

Still  another  cooperator  organization  creatively  used  in- store 
promotions  to  help  double  exports  of  U.S.  grapefruit  to  Germauiy  in  1992. 

NARKBT  INFORMATION 
Let  me  turn  to  another  vital  aspect  of  the  FAS  mission:   our  job  of 
collecting,  analyzing,  and  disseminating  information  that  will  alert  U.S. 
farmers  to  the  needs  of  consumers  overseas,  will  point  U.S.  eiqporters 
towards  emerging  market  opportunities,  and   will  enable  PAS  and  other  USDA 
analysts  to  assess  and  project  trade  flows  and  economic  trends. 
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In  1992,  our  overseas  stsiff  submitted  nearly  5,000  reports  to  help  USDA 
keep  the  U.S.  agricultural  sector  posted  on  global  supply,  demand,  and 
product  movement.   FAS  also  published  over  200  reports  during  the  year  to 
help  provide  U.S.  fanners,  processors,  and  eaqporters  with  the  kinds  of 
information  they  need  to  be  conpetitive  in  the  world  market. 

Beyond  reporting  on  individual  countries,  FAS  uses  state-of-the-art 
remote  sensing  technology  to  assess  global  crop  conditions.   The  timely 
euialytical  support  provided  by  the  remote  sensing  unit  is  the  only 
operational  program  of  its  type  in  the  world.   That  system  proved  a 
critical  early  warning  about  the  effects  of  the  1992  drought  on  wheat 
production  in  the  New  South  Wales  and  Queenslemd  areas  of  Australia. 

As  a  result,  U.S.  fanners  had  the  benefit  of  timely  information  about 
Australia's  crop  prospects  at  a  crucial  period  during  the  marketing  of  the 
U.S.  wheat  crop. 

We  are  continually  working  to  in^rove  our  data  processing,  data 
gathering,  transmission,  £uid  dissemination  capabilities  to  provide  better 
£uid  more  timely  information  to  U.S.  fanners  and  e]q}orters . 

MARKKT  ACCESS 

Another  crucial  activity  in  the  accomplishment  of  FAS'  mission  is  to 
seek  improved  market  access  for  U.S.  farm  products  in  markets  worldwide. 
Without  access,  our  most  innovative  market  development  strategies  would  be 
futile.   That  is  why  FAS  personnel,  in  concert  with  the  Office  of  the  U.S. 
Trade  Representative  (USTR) ,  work  to  foster  multilateral  euid  bilateral 
agreements  on  trade  issues. 

A  major  effort  for  us  during  the  past  year  was  the  negotiation  of  the 
proposed  North  American  Free  Trade  Agreement  (NAFTA) .   Agency  personnel 
played  prominent  roles  in  the  agriculture  negotiations  and  participated  in 
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a  number  of  negotiating  areas  related  to  agriculture.   FAS  has  also 
continued  to  play  a  similar  role  in  the  Uruguay  Round  of  multilateral  trade 
negotiations  under  the  GATT  for  global  reform  of  agricultural  trade  and  we 
remain  committed  to  achieving  a  good  agreement  for  U.S.  agriculture. 

FPiS   staff  also  work  aggressively  and  continuously  in  a  number  of 
bilateral  negotiations.   I  will  note  just  two  of  many  achievements  for 
agriculture  in  the  past  year. 

--  The  United  States  and  Japan  agreed  on  a  new  accord  to  further  widen 
access  to  the  Japanese  dairy  and  industrial -use  corn  markets.   The  new 
accord  should  increase  U.S.  exports  by  $75-95  million  over  three  years. 

--  The  EC  gave  final  approval  to  a  permanent  reduction  in  the  tariff  on 
inedible  tallow  from  12  percent  to  2  percent.   This  should  help  restore  a 
$50  million  a  year  market  for  U.S.  inedible  tallow  exporters. 

PAS'  OPERATIONS  OVERSEAS 

No  place  is  FAS'  responsibility  to  represent  the  interests  of  U.S. 
farmers  more  integrated  and  focused  than  in  its  offices  overseas.   Our 
staff  overseas  work  to  fight  unfair  trade  practices,  to  improve  market 
access  for  U.S.  agricultural  exports,  to  provide  market  information  and 
analysis,  and  to  carry  out  market  development  activities  covering  more  thcui 
130  countries. 

To  give  you  just  one  example  on  the  market  development  side,  our 
Agricultural  Trade  Office  (ATO)  in  Tokyo,  Japan,  has  sponsored  USA  Food 
Pavilions  at  FOODEX,  Japan's  leading  international  food  show,  every  year 
during  1982-91.   In  addition,  in  1987  and  1992,  we  sponsored  our  own  USA 
food  shows.   The  1992  Great  American  Food  Show  was  the  largest  food  show 
ever  conducted  by  FAS,  attended  by  more  than  12,000  Japanese  trade 
visitors.   It  generated  nearly  $2  million  in  on-site  sales  eind  exhibitors 
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expected  their  annual  sales  as  a  result  of  the  show  to  total  $21  million. 
The  Tokyo  trade  office  also  has  sponsored  numerous  shows  in  other  Japanese 
cities  to  promote  U.S.  products  to  local  vrholesalers  and  retailers  and 
provides  facilities  for  U.S.  exporters  and  services  such  as  market 
research,  product  demonstrations,  a  newsletter,  auid  public  relations  events 
throughout  the  year. 

The  story  is  much  the  same  in  all  our  ATO's.   FAS  has  taken  steps  in  the 
last  year  to  strengthen  its  ATO  operations  auid  as  we  look  to  meeting  future 
export  needs,  we  are  updating  the  criteria  for  evaluating  both  current  amd 
proposed  Agricultural  Trade  Offices. 

There  is  a  constamt  need  to  re-evaluate  our  overseas  representation  to 
make   sure  we  are  in  the  best  position  to  help  U.S.  farmers  take  advantage 
of  emerging  market  opportunities.   In  all,  one-third  of  the  PAS  budget 
covers  the  costs  required  in  representing  U.S.  farmers'  interests  abroad. 
As  we  have  increased  representation  for  U.S.  farmers  in  such  key  areas  as 
Eastern  Europe,  western  Japan,  and  Mexico,  budget  constraints  have  required 
us  to  eliminate  overseas  positions  elsewhere.   We  will  continue  to  carry 
out  our  overseas  staffing  evaluation  process  in  a  systematic  way,  with  the 
basic  criteria  being  the  continued  enhancement  of  U.S.  eiqports. 

THE  CHALLENGE  OF  THE  FOTDRE 

Mr.  Chairman,  I'd  like  to  end  with  some  remarks  adxjut  the  challenges  FAS 
is  facing.   The  world  is  in  the  midst  of  a  vast  geopolitical  atnd  economic 
upheaval.   It  is  a  time  when  we  can  build  on  the  past,  but  we  cauinot  cling 
to  it.   We  welcome  the  challenge. 

Traditionally,  the  United  States  has  been  a  bulk  commodity  exporter; 
however,  this  is  chamging.   High-value  exports  --  such  as  meats. 


585 


-10- 
vegetables,  and  processed  products  --  now  represent  55  percent  of  U.S. 
agricultural  trade  cind  these  exports  are  expected  to  increase  for  the 
eighth  consecutive  year  in  fiscal  1993.   In  fact,  overall, 

consumer -oriented,  high -value  exports  are  the  fastest  growing  sector  of  the 
global  market  -  -  auid  we  are  increasing  our  world  market  share  in  this 
sector.   But  to  assure  further  growth  we  need  to  be  creative  and  flexible 
in  our  use  of  programs,  adding  new  ones,  modifying  old,  to  make  sure  that 
we  are  positioned  to  help  U.S.  farmers  move  into  new  markets. 

Despite  our  successes  in  the  trade  policy  area,  tremendous  challenges 
still  lie  before  us.   Our  work  in  the  Urucfuay  Round  continues;  the  EC  still 
maintains  many  restrictions  that  impede  imports  of  a  wide  variety  of  U.S. 
products;  Korea  eind  Japan  have  not  opened  their  markets  to  the  extent  that 
they  should;  amd  new  problems  continually  crop  up  regarding  unfair 
phytosanitary  requirements,  illogical  tariffs,  outright  import  bans,  euid  a 
variety  of  other  roadblocks  to  the  free  flow  of  agricultural  trade. 

We  recognize  that  there  is  a  limit  to  the  resources  that  Cein  be 
committed  to  our  agency  and  our  export  mission,  crucial  though  it  is.   This 
means  that  FAS  must  work  "leaner  and  meaner."   We  must  improve  our  services 
cind  outreach  to  U.S.  farmers  cuid  exporters  and  we  must  assure  U.S. 
taucpayers  that  they  are  getting  all  the  'bang'  possible  for  their  bucks.   I 
personally  weuit  to  see  this  agency  has  the  complete  confidence  of  Congress 
and  the  public  that  we  are  wise  and  prudent  mcinagers  of  the  programs  we 
administer. 

Developing  new  ejqjort  markets  is  not  something  that  is  accomplished  in  a 
single  year.   We  must  have  faith  and  patience  with  programs  that  may  not 
pay  off  for  a  number  of  years  down  the  road. 

That's  not  going  to  be  easy  in  a  time  when  there  are  going  to  be  lots  of 


586 


-11- 

other  interests  vying  for  support  and  where  the  payoff  might  be  much  more 
immediate.  But  it  is  vital  that  we  make  a  long-term  commitment  to  esqport 
expansion. 

At  stzU^e  is  nothing  less  theui  the  United  States'  position  in  the  21st 
century  as  the  world's  No.  1  exporter  of  agricultural  products  --  and  by 
extension,  the  U.S.  farmer's  ability  to  earn  his  livelihood  via  the 
marketplace  rather  than  through  government  programs. 

FAS  BUDGET  SITUATION 

In  testifying  today  I  want  to  enphasize  at  the  outset  that  the 
Administration  is  currently  formulating  the  President's  FY  1994  Budget. 
Accordingly,  I  am  not  in  a  position  to  provide  you  with  the 
Administration's  position  on  funding  for  specific  programs  or  activities. 
J^  soon  as  the  President's  FY  1994  Budget  is  released  I  would  be  pleased  to 
provide  you  with  the  Department's  views.   However,  I  would  like  to  comment 
briefly  on  our  current  situation. 

Because  the  FY  1993  FAS  appropriation  was  continued  at  the  FY  1992 
level,  the  agency  has  had  to  absorb  a  total  of  $5  million  in 
non- discretionary  cost  growth  resulting  from  overseas  wage  and  price 
increases  and  costs  associated  with  the  FY  1993  pay  increase. 

Absorbing  these  increases  has  not  been  easy,  but  has  been  accomplished 
through  the  following  actions: 

--  implementing  a  hiring  freeze  to  eliminate  25  U.S.  positions ; 

--  closing  5  overseas  offices  and  downsizing  6  others;  and 

--  reducing  Washington  administrative  support  costs  by  20  percent. 

Mr.  Chairman,  that  concludes  my  statement.   I  would  be  glad  to  respond 
to  your  questions  and  to  those  of  the  other  Subcommittee  members. 
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Office  of  the  General  Sales  Meuiager 

Statement  by  Philip  L.  Mackie 

Acting  General  Sales  Heunager 

U.S.  Department  of  Agriculture 

Before  the  House  Appropriations 

Siibcommittee  on  Agriculture, 

Rural  Development,  Food 

eund  Drug  Administration, 

and  Related  Agencies 

Mr.  Chairman,  members  of  the  Subcommittee,  I  appreciate  the 
opportunity  to  discuss  the  progratms  of  the  General  Sales  Manager. 

The  Office  of  the  General  Sales  Manager  oversees  the  U.S.  Department 
of  Agriculture's  export,  food  aid  and  foreign  direct  technical 
assistance  programs.   These  programs  touch  virtually  every  comer  of  the 
globe  to  serve  both  the  immediate  euid  longer  term  interests  of  U.S. 
agriculture.   We  look  forward  to  using  these  programs  in  an  innovative, 
coordinated  way  in  fiscal  year  1994  to  meet  the  rapidly  chauiging  export 
situation.   Some  of  these  tools  have  been  availeUole  to  us  for  more  than 
four  decades;  others  have  been  developed  more  recently,  in  response  to 
specific  needs  to  facilitate  exports,  prranote  market  development,  or 
counter  the  trade  practices  of  some  competitors. 

The  1990  Farm  Bill  provides  a  wide  reuige  of  export  prranotion 
programs  to  accommodate  einy  stage  of  a  customer  country's  development  -- 
food  aid  and   other  concessional  progrcuns  for  developing  countries, 
export  credit  Cfuarantee  progrcuns  for  markets  that  depend  on  credit,  eUid 
programs  to  promote  commercial  sales  to  regain,  maintain,  or  increase 
the  U.S.  market  share.   To  keep  pace  with  a  dynamic  world  marketplace, 
we  will  shift  among  programs,  using  them  singly  or  in  combination  as 
necessary  to  maximize  sales  opportunities  for  U.S.  agricultural 
producers . 
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PORMER  SOVIET  DNION 

Before  I  report  on  the  status  o£  our  various  ej^ort  programs,  let  me 
begin  by  addressing  a  subject  which  has  been  much  reported  in  the  news 
--  the  former  Soviet  Union  and  our  efforts  there.   We  have  used  a 
variety  of  programs  to  assist  the  former  Soviet  Union  -  -  export  credit 
guarantees,  humanitarian  food  aid,  and  technical  assistance. 

Since  January  1991,  USDA  has  made  available  over  $5  billion  in 
ejqport  credit  guarantees  to  the  former  Soviet  Union,  Russia  and  Ukraine. 
These  guarantees  were  used  to  facilitate  the  purchase  by  these  countries 
of  different  U.S.  agricultural  commodities,  including  several  processed 
products  and  over  30  million  tons  of  U.S.  grains. 

Repayments  on  guaranteed  export  credit  have  reached  nearly  $900 
million,  and  another  $4.2  billion  in  credit  is  outstanding.   Since 
December  1,  1992,  Russia  has  defaulted  on  all  its  repayments  for 
guaranteed  export  credit,  and  program  sales  to  Russia  have  been 
suspended.   The  program  must  remain  suspended  until  arrears  are  paid, 
the  debt  is  rescheduled,  or  some  combination  of  the  two.   As  of 
February  16,  repayments  in  default  totaled  $316.5  million.   Two  banks 
have  filed  claims  for  repayment;  USDA  has  paid  $187,876  in  claims  as  of 
Febmary  16.   Generally  our  policy  is  that  after  we  review  the  claim  for 
accuracy,  CCC  pays  the  claim  within  24  hours. 

Secretary  of  Agriculture  Espy  has  stressed  that  this  Administration 
places  top  priority  on  resolving  the  purchasing  problems  of  Russia  and 
Ukraine,  so  that  we  can  resume  shipments  to  these  importemt  customers. 
As  he  has  indicated,  the  Department  is  reviewing  several  options,  euid  we 
will  arrive  at  a  decision  in  the  shortest  possible  time.   Over  the  past 
5  years,  the  former  Soviet  Union  has  accounted  for  aibout  20  percent  of 
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U.S.  grain  exports  as  well  as  smaller  percentages  of  other  coomoditles; 
it  is  not  a  market  we  want  to  lose. 

As  it  became  clear  that  the  e3q>ort  credit  guarantee  program  was  not 
appropriate  for  many  countries  of  the  former  Soviet  Dnion,  or  capable  of 
meeting  the  full  demand  of  Russia  and  Ukraine,  we  began  to  look  for 
other  ways  to  maintain  esqports  outside  the  GSM- 102  program.   Let  me 
first  discuss  how  we  adapted  our  esqport  siibsidy  programs  to  accommodate 
coopensatory  forms  of  trade  --  barter,  countertrade,  offset 
arrangements,  and  escrow  accounts,   under  these  arrangements,  a  party  in 
a  third  country  often  gets  involved  in  the  transaction  by  buying  goods 
that  the  former  Soviet  Union  wants  to  import  and  purchasing  the  goods 
ejqported  from  the  former  Soviet  Union.   The  resources  to  finance  the 
trade  are  in  the  third  countries,  not  in  the  countries  of  the  former 
Soviet  Union  that  are  the  ultimate  destinations. 

To  facilitate  U.S.  agricultural  esqports  through  these 
non- traditional  trading  channels,  we  have  modified  our  Bsq^ort 
Enhancement,  Dairy  Esqport  Incentive,  and  the  Simf lowerseed  Oil 
Assistance  Programs  to  allow  sales  to  third- country  buyers  for 
commodities  destined  for  the  former  Soviet  Union.   This  chcuige  allows 
additional  marketing  opportunities  for  U.S.  exporters  on  cash  terms. 
U.S.  esqjorters  of  wheat,  wheat  flour,  barley,  barley  malt,  rice, 
vegetable  oil,  frozen  pork,  milk  powder  euid  butterfat  may  take  part  in 
these  transactions. 

Since  September,  U.S.  exporters  have  sold  nearly  1.5  million  metric 
tons  of  wheat  to  the  former  Soviet  Union  through  third  country  buyers. 
This  is  equal  to  nearly  20  percent  of  all  U.S.  wheat  exports  to  the 
former  Soviet  Union  in  fiscal  1992.   Exporters  have  also  sold  37  metric 
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tons  of  milk  powder.   I  would  stress  that  this  business  is  ongoing, 
albeit  on  a  smaller  scale,  even  while  our  e;q>ort  credit  guarantee 
program  remains  suspended. 

Secondly,  we  have  made  special  efforts  to  move  D.S.  agricultural 
commodities  through  our  food  aid  efforts  in  the  former  Soviet  Union. 
The  Freedom  Support  Act  of  1992  gives  us  added  flexibility  in  this  area. 
The  Act  eliminated  the  tonnage  ceiling  of  500,000  metric  tons  under  the 
Food  for  Progress  Program  for  fiscal  year  1993  for  commodities  furnished 
from  government  stocks  to  the  former  Soviet  Onion.   This  provision 
allows  us  to  meet  humanitarian  food  needs  in  the  former  Soviet  Union 
during  this  critical  period  of  transition  without  limiting  the  size  of 
Food  for  Progress  programs  carried  out  elsewhere.   And  it  maintains 
exports  of  U.S.  agricultural  commodities. 

Thus  far  in  fiscal  1993,  the  United  States  has  committed  over  2.3 
million  tons  of  assistance  to  the  republics  of  the  former  Soviet  Union. 
This  aid,  valued  at  nearly  $575  million,  will  be  hauidled  through 
government -to -government  agreements  and  agreements  with  U.S.  private 
voluntary  orgeuiizations . 

The  assistance  includes  food  aid  for  humaui  consunq^tion  and  much 
needed  feeds  for  livestock.   The  aid  is  being  provided  through  three 
major  efforts.   First,  we  expect  to  commit  over  1.8  million  metric  tons 
of  feed  grains  --  1  million  tons  of  com  and  850,000  tons  of  feed  wheat 
--  valued  at  $261  million,  mostly  through  government -to- government 
programs.   Those  countries  receiving  com  are  paying  all  treuisportation 
costs,  and  75  percent  of  all  the  commodities  will  be  shipped  on  U.S. 
flag  vessels  in  accordance  with  cargo  preference  requirements. 

This  initiative  is  a  new,  innovative  use  of  our  existing  legislative 
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authorities,  and  allows  us  to  respond  quickly  to  unusual  situations.   It 
is  this  kind  of  innovation  that  we  will  pursue  vigorously  in  the  future. 

Our  second  major  aid  effort  is  a  $250  million  program  for  the 
Russiam  Federation  to  meet  humanitariem  needs.   Russia's  Humeuiitariam 
Commission  is  coordinating  the  effort  with  the  help  of  several  U.S. 
private  voluntary  organizations. 

Finally,  we  are  providing  about  100,000  tons  of  food  valued  at  about 
$58  million  through  nearly  20  U.S.  private  voluntary  organizations  to 
meet  critical  human  needs  throughout  the  republics. 

Another  way  we  are  providing  aid  to  the  former  Soviet  Union  is 
through  technical  assistauice  programs.   USDA  and  the  U.S.  Agency  for 
International  Development  AID  have  several  programs  underway  to  help 
develop  the  agricultural  and  agribusiness  sectors  of  the  former  Soviet 
Union.   Projects  include  the  development  of  a  model  farm  to  demonstrate 
various  aspects  of  U.S.  farm  management  and  marketing  practices; 
development  and  expamsion  of  wholesale  markets  in  the  former  Soviet 
Union;  and   creation  of  an  extension  service.   These  are  just  three  of 
our  nine  technical  assistcuice  activities  vrtiich  are  underway. 

All  of  these  programs  give  us  the  tools  to  provide  needed 
humanitarian  and  technical  assistance,  and  at  the  same  time  help 
maintain  U.S.  agriculture's  presence  in  this  in^ortcint  market. 

I'd  now  like  to  provide  a  broader  overview  of  the  programs  that  are 
the  responsibility  of  the  General  Sales  Manager . 

PUBLIC  LAN  480 

Market  development  in  many  countries,  especially  the  low-income 

developing  countries,  begins  with  food  aid.   The  Public  Law  480  program 
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focuses  on  the  needs  of  developing  countries  and  emerging  market 
econcmies.   Its  goals  are  to  help  meet  humanitarian  needs,  provide 
calories  £uid  nutrients  that  can  increase  human  productivity,  auid 
establish  a  D.S.  presence  in  the  market,  particularly  for  those 
commodities  that  a  country  will  need  to  inqport  on  a  long-term  basis.   As 
countries  develop,  our  esqiectation  --  based  on  meuiy  years  of  experience 
--is  that  they  will  eventually  become  commercial  custoners. 

Provisions  of  the  1990  FACT  Act  made  major  changes  in  the  program 
authorities  and  management  responsibilities  for  P.L.  480.   The  1990  Act 
assigns  specific  responsibilities  for  the  various  titles  directly  to 
either  the  Secretary  of  Agriculture  or  the  Administrator  of  AID. 

The  General  Sales  Manager  in  USDA  is  responsible  for  policy 
formulation  cuid  program  administration  in  carrying  out  P.L.  480, 
Title  I,  sales  activities.   AID  has  similar  responsibilities  for  the 
Title  II  donation  and  Title  III  government -to- government  greuit  programs. 
USDA  provides  operational  support  to  AID  for  commodity  purchases  under 
Titles  II  and  III. 

Title  1,  which  is  our  primary  responsibility,  provides  concessional, 
long-term  credit  financing  for  the  sale  of  U.S.  agricultural  commodities 
to  developing  countries. 

During  fiscal  year  1992,  USDA  signed  Title  I  concessional  credit 
agreements  with  30  countries;  16  of  these,  or  over  half,  were  first-time 
participants  in  the  program.  Agreements  with  the  countries  covered 
nearly  $500  million  in  sales  of  U.S.  wheat,  wheat  flour,  feed  grains, 
rice,  vegetable  oil  and  meal,  cotton,  and  tallow.   So  far  in  fiscal  year 
1993,  we  have  signed  new  Title  I  agreements  with  six  countries  --  Costa 
Rica,  Egypt,  Jamaica,  Lithuania,  Morocco  and  Zimbabwe  --  and  we  expect 
to  conclude  several  more  agreements  in  the  near  future. 
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liOoking  ahead  to  1994,  we  eiqpect  to  continue  to  provide  Title  I 
credit  to  countries  that  are  important  markets  £or  U.S.  fanners,  such  as 
Egypt,  the  Philippines  and  Morocco.   We  also  plan  to  continue  our 
emphasis  on  using  concessional  sales  programs  to  establish  marketing 
relationships  in  Eastern  Eur(^e  and  with  individiial  republics  of  the 
former  Soviet  Dnion,  where  ccmmodity  needs  exist  and  financial 
conditions  may  justify  concessional  financing. 

OTHER  POOD  AID  AUTHORITIES 

Section  416 (b)  of  the  Agricultural  Act  of  1949  authorizes  donations 
of  uncommitted  Commodity  Credit  Corporation  (CCC)  stocks  to  assist  needy 
people  overseas.   So  far  in  fiscal  year  1993,  we  have  signed  agreements 
to  donate  more  than  350,000  tons  of  grain  and  butter  and   butteroil  to 
various  countries,  including  six  republics  of  the  former  USSR,  Tunisia, 
and,  for  the  first  time,  Mongolia. 

Food  for  Progress  is  emother  well-established  food  aid  program 
extended  by  the  FACT  Act.   The  program  provides  commodities  to 
developing  countries  and   emerging  democracies  to  encourage  democracy  and 
private  enterprise,  including  agricultural  reform.   The  program  is 
carried  out  using  funds  or  commodities  made  available  through  P.L.  480 
Title  I  or  Section  416(b) .   In  the  current  year,  we  have  signed 
agreements  with  Albeuiia  and  Armenia  and  are  developing  progrouns  with 
Georgia  emd  Kyrgyzstaui  using  funding  from  P.L.  480,  Title  I.   Food  for 
Progress  agreements  using  Section  416(b)  authority  have  been  signed  with 
Belarus,  Kazeikhstsm,  Latvia,  Poland,  Russia  and  Ukraine. 
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EZPORT  CREDIT  GnARANTEB  PROGRAMS 

Fineuicing  is  an  essential  part  of  every  ej^ort  transaction.   The 
export  credit  guaramtee  progreuns  administered  by  the  General  Sales 
Manager  help  assure  the  availability  of  credit  to  finance  ccwmercial 
U.S.  agricultural  exports.   Under  both  GSM- 102  and  GSM- 103,  the  U.S. 
government  guarantees  payment  to  U.S.  eaqjorters  and  their  financial 
institutions  if  the  foreign  banks  fail  to  pay.   The  guarcuitees  encourage 
U.S.  lenders  to  extend  credit  which  is  used  by  overseas  customers  to  pay 
U.S.  exporters. 

The  credit  guarantee  programs  operate  within  a  relatively  narrow 
range  of  credit  risk.   The  purpose  is  to  underwrite  export  credit  that 
would  not  otherwise  be  made  by  the  commercial  sector,  but  to  avoid 
assuming  so  much  risk  as  to  comprranise  our  reasonable  es^ectation  of 
repayment.   Since  these  programs  have  been  in  existence,  USDA  has  had  to 
make  payment  on  about  10  percent  of  the  over  $40  billion  in  short-term 
export  credit  that  we  have  guaranteed.   However,  a  good  portion  of  these 
costs  will  eventually  be  recovered  as  CCC  receives  payments  on  e3q>ort 
credit  debt  which  has  been  rescheduled  under  the  auspices  of  the  Paris 
Club. 

The  GSM- 102  program  covers  export  credit  with  repayment  terms  up  to 
3  years  euid  is  our  largest  single  e^ort  promotion  program.   The 
Agricultural  Trade  Act  of  1978,  as  amended,  requires  that  not  less  than 
$5.0  billion  in  GSM-102  guarantees  be  made  availed>le  annually.   The 
GSM- 103  Intermediate  Credit  Guarantee  Program  facilitates  sales  that 
require  a  longer  payback  period,  typically  covering  export  credit  of  3 
to  7  years.   This  program,  authorized  at  not  less  theun  $500  million  in 
guarantees  per  year  through  1995,  is  designed  to  help  developing  nations 
make  the  transition  from  concessional  credit  to  cash  sales. 
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In  fiscal  year  1992,  $6.1  billion  in  GSM- 102  export  credit 
guareuitees  were  announced  for  use  in  35  countries,  amd  U.S.  exporters 
registered  a  record  $5.6  billion  in  actual  sales.   This  represents  the 
largest  amount  of  sales  ever  registered  under  the  program.   Under 
GSM- 103,  $229  million  in  guarantees  were  amnoianced  for  use  in  10 
countries,  amd  U.S.  exporters  registered  $88  million  in  actual  sales. 
GSM- 102  and  103  helped  U.S.  exporters  maintain  or  increase  their  market 
share  in  a  number  of  countries  around  the  world,  despite  strong 
competition. 

Although  we  are  not  yet  halfway  through  the  current  fiscal  year,  we 
have  already  announced  allocations  of  about  $4  billion  of  GSM- 102 
guarantees  to  31  countries.   For  GSM-103,  credit  guaremtee  announcements 
to  date  total  $258  million  to  eight  coiintries. 

The  1990  FACT  Act  provides  additional  statutory  authorities  to 
promote  the  export  of  U.S.  agricultural  products  to  emerging  democracies 
through  export  credit  guaramtees  and  the  sharing  of  U.S.  agricultural 
ejqpertise .   We  are  working  on  emerging  democracies  programs  with  the 
republics  of  the  former  Soviet  Union,  the  Baltic  States,  countries  in 
Eastern  Europe,  euid  two  covintries  in  Latin  America.   We  continue  to 
follow  events  in  these  areas  closely  euid  to  emalyze  their  inpact  on 
country  creditworthiness.   We  expect  these  authorities  to  help  us 
estaiblish  long-term  markets  for  U.S.  agricultural  products  in  these 
regions . 

As  part  of  the  emerging  democracies  program,  the  1990  FACT  Act  also 
authorizes,  for  the  first  time,  the  use  of  credit  guarantees  for 
financing  the  establishment  or  inprovement  of  facilities  to  improve  the 
heuidling,  processing,  storage,  or  distribution  of  agricultural  products. 
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We  have  discussed  similar  progreuns  with  the  Export  - Import  Bank,  the 
Overseas  Private  Investment  Corporation,  and  other  agencies,  and  we  are 
now  working  on  operational  details  for  implementation  of  this  program. 
We  hope  to  be  able  to  use  the  progreun  in  the  former  Soviet  Union  to 
improve  food  processing  and  distribution  facilities,  cind  at  the  same 
time  to  increase  U.S.  export  opportunities. 

EXPORT  ENHANCEMENT  PROGRAM 

The  Export  Enhancement  Program  helps  the  United  States  meet 
subsidized  competition  in  targeted  markets  --  particularly  competition 
from  the  European  Community.   It  operates  under  a  bid-bonus  system,  in 
which  U.S.  exporters  submit  bids  for  bonus  levels  that  would  allow  them 
to  sell  eligible  commodities  at  competitive  prices.   In  a  world  market 
distorted  by  export  subsidies,  the  EEP  is  an  essential  tool  for 
regaining  and  maintaining  the  U.S.  market  share  and  for  pursuing  trade 
policy  objectives. 

This  program  has  in  meuiy  cases,  increased  or  prevented  further 
declines  in  U.S.  exports;  it  has  challenged  unfair  trade  practices  by 
others;  and  it  has  pressured  our  trading  partners  to  engage  in  serious 
negotiations  on  bilateral  and  multilateral  agricultural  trade  issues. 

Since  the  EEP  began  in  1985,  $5.3  billion  in  bonuses  have  been 
awarded,  supporting  over  $17  billion  in  U.S.  agricultural  exports  to  97 
countries . 

In  fiscal  year  1992,  $968.2  million  in  EEP  bonuses  were  awarded  to 
U.S.  exporters.   The  $3.0  billion  in  sales  made  under  the  program  that 
year  accounted  for  98  percent  of  total  U.S.  barley  exports,  almost  60 
percent  of  U.S.  wheat  exports,  auid  around  one -third  of  U.S.  exports  of 
wheat  flour,  vegetable  oil,  and   eggs. 
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As  of  February  11,  fiscal  year  1993  BBP  bonuses  of  more  than  $513 
million  had  been  awarded  to  exporters  to  assist  in  sales  of  over  $1.7 
billion  in  U.S.  agricultural  commodities. 

In  fiscal  1992,  we  made  a  major  change  in  the  operation  of  the 
program  by  announcing  all  EBP  initiatives  for  a  specific  conmodity  in  a 
package.   Prior  to  that,  we  announced  each  new  initiative  or  allocation 
on  a  country-by- country  basis.  This  package  approach  offers  several 
advantages : 

It  gives  fanners,  exporters  and  foreign  buyers  greater  certainty 
tibout  market  opportunities,  making  the  United  States  a  more  reliable 
supplier; 

It  helps  avoid  sales  disruptions  that  sometimes  occur  irtien 
initiatives  eiqpire;  and 

While  negotiations  under  the  Uruguay  Round  of  trade  negotiations 
continue,  our  announcements  signaled  to  the  Europeaun  Community  the  scope 
of  the  United  States'  resolve  to  reform  international  agricultural 
trade. 

Future  use  of  the  EBP  depends,  in  large  part,  on  progress  in  the 
current  Uruguay  Round  trade  negotiations.   Until  we  have  effective  GATT 
disciplines  governing  international  agricultural  trade,  we  plan  to 
continue  to  use  the  EBP  in  a  responsible  but  forceful  way  to  defend  U.S. 
agricultural  trade  interests  in  world  markets. 

DIRECT  SALES,  DBIP,  SOAP,  AND  COAP 
The  General  Sales  Manager  continues  to  use  the  authority  contained 
in  the  CCC  Charter  Act  and  Section  407  of  the  Agricultural  Act  of  1949 
to  sell  CCC-owned  commodities  for  eiqport.   Our  efforts  in  this  area  have 
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concentrated  on  CCC  stocks  of  dairy  products  because  of  minimum  annual 
sales  levels  required  by  statute  and  the  large  supplies  of  uncommitted 
CCC  inventory . 

Fiscal  year  1992  direct  export  sales  of  CCC-owned  dairy  products 
totaled  82,575  metric  tons,  up  from  31,000  metric  tons  in  1991.   Major 
customers  included  Mexico  and  Russia.   In  the  current  fiscal  year, 
direct  export  sales  of  CCC  dairy  products  to  date  are  around  3,266 
metric  tons  of  dairy  products  valued  at  $5.1  million. 

The  Dairy  Export  Incentive  Program  (DEIP) ,  Sunf lowerseed  Oil 
Assistance  Program  (SOAP) ,  and  Cottonseed  Oil  Assistance  Program  (COAP) 
were  all  reauthorized  by  the  1990  FACT  Act.   They  operate  much  like  the 
EEP,  with  bonuses  to  U.S.  exporters  to  support  sales  of  dairy  products, 
sunf lowerseed  oil,  and  cottonseed  oil.   These  programs  help  U.S.  farmers 
gain  access  to  markets  that  would  otherwise  be  closed  to  them  because  of 
subsidized  prices  offered  by  other  suppliers. 

In  fiscal  year  1992,  DEIP  bonuses  to  U.S.  exporters  supported 
commercial  sales  of  more  thcin  77,000  metric  tons  of  dairy  products.   The 
SOAP  and  COAP  programs  supported  the  sale  of  281,000  tons  of 
sunf lowerseed  and   cottonseed  oils. 

As  of  February  11,  the  fiscal  year  1993  SOAP  and  COAP  programs  have 
supported  the  sale  of  nearly  140,000  tons  of  sunf lowerseed  ctnd 
cottonseed  oils.    In  addition,  we  have  announced  the  DEIP  for  97 
countries  covering  204,020  tons  of  milk  powder,  76  countries  for  48,415 
tons  of  butterfat,  and  13  countries  for  5,800  tons  of  Cheddar, 
mozzarella,  crecun,  Gouda,  feta  euid  processed  American  cheese.   As  of 
February  11,  sales  under  the  fiscal  year  1993  DEIP  program  total  94,222 
metric  tons. 
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We  plan  to  continue  to  use  these  programs  in  fiscal  year  1994  to 
help  U.S.  exporters  of  these  products  maintain  their  position  in  markets 
that  are  targeted  by  our  subsidizing  con^etitors. 

LOMG-TERM  TRADE  STRATEGY 
We  recently  completed  a  long-term  agricultural  trade  strategy  that 
outlines  our  goals  for  the  last  decade  of  the  20th  century.   The 
strategy  that  we  have  developed  directly  from  the  1985  and  1990  Farm 
Bills  involves  three  basic  tenets  that  have  guided  us  for  several  years 
euid  will  continue  to  do  so:   (l)  maximize  the  benefits  of  a 
market -oriented  domestic  farm  policy;  (2)  pursue  the  goals  Mr.  Schroeter 
has  described  through  an  aggressive  international  negotiating  posture, 
and  (3)  continue  to  use  all  our  esqiort  tools  responsibly  amd 
aggressively,  to  create  an  environment  where  the  natural  comparative 
advantage  of  U.S.  agriculture  can  prevail.   While  our  goal  is  unchanged, 
the  programs  we  use  have  been  revised  and  refined  to  meet  the  array  of 
challenges  facing  U.S.  agricultural  products. 
They  give  us  the  tools  to: 

--defend  our  overseas  markets  against  unfair  trade  practices; 
--esteiblish  new  trading  relationships  in  emerging  markets ; 
--create  an   appetite  for  U.S.  products  in  the 

restricted  markets  of  developed  countries;  and 
--provide  near-term  food  assistance  and  work  toward 

long-term  development  of  commercial  markets  in  countries 
that  now  depend  on  concessional  progreuns . 
More  them  ever,  we  need  to  keep  our  export  programs  flexible  enough 
to  deal  with  the  ever-changing  dynamics  of  the  world  marketplace. 
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Today,  we  are  using  the  programs  to  respond  to  the  dramatic  changes  in 
Eastern  Europe  and  the  former  Soviet  Union.   We  are  targeting  newly 
emerging  markets  in  Africa,  Latin  America  and  elsewhere.   We  are 
est2d>lishing  links  with  developing  private  sectors  as  countries  in  many 
regions  recognize  the  benefits  of  market  economies.   And  we  are  prepared 
to  adjust  to  changes,  positive  or  negative,  in  bilateral  trade 
relationships  and  in  the  multilateral  trading  system. 

We  have  made  many  in^rovements  in  management  and  accountability,  and 
I  can  assure  you  that  these  are  responsibilities  we  will  continue  to 
teJce  most  seriously.   We  have  worked  to  ensure  that  our  progreuns  are 
carefully  plfuined,  efficiently  m£uiaged,  and  aggressively  used  to  achieve 
our  goals. 

Mr.  Chairmcui,  while  many  other  U.S.  ejqport  sectors  have  faltered, 
agriculture  remains  this  country's  leading  export  earner.   The  export 
programs  continue  to  play  an  important  role  in  helping  U.S.  agriculture 
succeed  in  a  cc»nplex  and  competitive  trade  environment. 

That  concludes  my  formal  statement.   I  will  be  glad  to  respond  to 
any  questions  or  concerns  of  this  Subcommittee. 
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FOREIGN  AGRICULTURAL  SERVICE 

Purpose  Statement 

The  Foreign  Agricultural  Service  was  established  on  March  10,  1953,  by  Secretary's 
Memorandum  No.  1320,  Supplement  1.   Public  Law  83-690,  approved  August  28.  195i, 
transferred  the  agricultural  attaches  from  the  Department  of  State  to  the  Foreign 
Agricultural  Service. 

The  agency  performs  the  following  kinds  of  service  functions: 

It  maintains  a  worldwide  agricultural  market  intellJEence  and  commodity 
reporting  service  to  provide  U.S.  farmers  and  traders  with  information  on  world 
agricultural  production  and  trade  that  they  can  use  to  adjust  to  changes  in 
world  demand  for  U.S.  agricultural  products.   This  is  done  through  a  continuous 
program  of  reporting  by  75  posts  located  throughout  the  world  covering  some  133 
countries.   Reporting  includes  information  and/or  data  on  foreign  government 
policies,  analysis  of  supply  and  demand  conditions,  commercial  trade 
relationships  and  market  opportunities.   Advanced  computer  and 
telecommunications  technology  is  used  to  Improve  and  speed  the  flow  of 
information  between  the  posts  and  Washington. 

The  Foreipi  Agricultural  Service  analyzes  agricultural  information  essential  to 
the  assessment  of  foreign  supply  and  demand  conditions  in  order  to  provide 
estimates  of  the  current  situation  and  to  forecast  the  export  potential  for 
specific  U.S.  agricultural  commodities.   Published  economic  data  about 
commodities  are  combined  with  attache  reports  and  are  a  result  of  thorough 
analysis  using  complex  econometric  techniques  to  generate  these  estimates. 

In  addition,  the  Service  uses  advanced  techniques  for  identifying,  delineating 
and  assessing  the  impact  of  events  which  may  affect  the  condition  and  expected 
production  of  foreign  crops  of  economic  importance  to  the  United  States.   The 
crop  condition  activity  relies  heavily  on  computer  aided  analysis  of  satellite, 
meteorological,  agricultural  and  related  data. 

The  Service  develops  foreign  markets  for  U.S.  farm  products  through  effective 
market  expansion  activities.   It  provides  services  to  the  U.S.  and  foreign 
agricultural  trade  sectors  that  are  necessary  to  establish,  build  and  maintain 
overseas  markets  for  U.S.  agricultural  products.   The  Agricultural  Trade  Act  of 
1978  includes  authority  to  establish  up  to  25  Agricultural  Trade  Offices. 
Currently  15  such  offices  are  in  operation  at  key  foreign  trading  centers  to 
assist  U.S.  exporters,  trade  groups  and  state  export  marketing  officials  in 
trade  promotion. 

The  Service  initiates,  directs  and  coordinates  the  Department's  formulation  of 
trade  policies  and  programs  with  the  goal  of  maintaining  and  expanding  world 
markets  for  U.S.  agricultural  products.   It  monitors  international  compliance 
with  bilateral  and  multilateral  trade  agreements.   It  identifies  restrictive 
tariff  and  trade  practices  which  act  as  barriers  to  the  import  of  U.S. 
agricultural  commodities,  then  supports  negotiations  to  remove  them.   It  acts 
to  counter  and  eliminate  unfair  trade  practices  of  other  countries  that  hinder 
U.S.  agricultural  experts  to  third  markets. 

f<eadQuarters  of  the  Service  is  in  Washington,  D.C.   Work  of  the  Service  is  also 
carried  out  in  75  posts  around  the  world.   As  of  September  30,  1992,  there  were  897 
permanent  full-time  employees,  630  in  headquarters  and  267  in  field  locations 
abroad. 
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Foreign  Agrcultural 
Service 

'Obligations  under 
I  other  USDAappro- 
!   priations: 

Agricultural  Market- 
I       ing  Service  tor 
Cotton  Research 
and  Soybean  Bd. 
Commodity  Credit 
Corporation  for: 
Landsat  Data  and 
support  of  export 
programs 
AOP  services 
MPP  Evaluations 
Emerging 
Democracies 
program 
Economic  Research 
Service  for  Foreign 
Publication 
Procurement 
Program 
Departmental 
Administration  for: 
Advisory 
Committees 
Reimbursable 
details 
Total.  Other  USDA 
Appropriations 
Total,  Agriculture 
Appropriations 


Non- Federal  Funds: 
Information  Circulars 
User  Fees  tor 
Attache  Reports 
User  Fees  tor 
AIMS  Trade  Leads 
User  Fees  for 
Computer  Time 
and  Files 

Expon  Sales  Report 
Total.  Noo-Federai 
Funds 
Total.  Foreign 
Agricultural  Service 


I  General  Sales  Manager: 
Transfer  from  CCC 


FOREIGN  AGRICULTURAL  SERVICE 
OFFICE  OF  THE  GENERAL  SALES  MANAGER 

Available  Funds  and  Staff-Years 

1992  Actual  and  Estimated  1993  and  1994 


1992 

Actual 

1993 

Estimated 

1994 
Estimated 

Item 

Amount 

Statt- 
Years 

Siatt- 
Amount          Years 

Siafl- 
Amouni          Years 

114.774.000 


36.650 


2,200.000 

151,356 

1,000.000 


9.879,522 

3.750 

207.223 
123.327 


759'   117.928.000 


743   109,094.000 


13.601.828 


128.375.828 


252.000 
90.000 
60.000 

2.600 1 


404.600 


128.780.428 


5.098.000 


761 


40.000 

2.200.000 
1,000.000 

10,000,000 

4,000 
155,000 


13,399,000 


131,327,000 


255,000 
90.000 
50.000 


3.000, 
9.0001 


745 


40.000 

2,200,000 
1,000,000 

10.000.000 

4.000 
155.000 


13.399.000 


122.493.000 


255.000 
90.000 
50.000 

3.000 
9.000 


407.000 


407.000 1 


76 


J   131. 


734.0001 


745 1   122  900.000' 


70 


4.668  000' 


70 


Direa  Appropnaton 
CredM  Reform  Funds 

I                                                                        aMBM 

FromOinei  Accounts 

CCC  E  xpon  Loans 
Program  Account 
P  L  480  Program  Account 

2  731  000 
1  242  000 

51 

24 

2  731  000 

1  467  000 

51 

?4 

Toia   Ge'>*'a'  Sa'es  Manaae' 

9071  000 

14S 

e  86C  000 

14i 

4  772  000 


751 


753 


:] 


753  I 


70 


2  792  000  5" 
1  500  000  7- 
9  0(.<  OOO'  "  '<b 
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FOREIGN  AGRICULTURAL  SERVICE 
OFFICE  OF  THE  GENERAL  SALES  MANAGER 

Permanent  Positions  by  Grade  and  Staff-Year  Summary 
1992  and  Estimated  1993  and  1994 


1992 


1993 


1994 


Grade 


Heaa- 
Ouaners       Field 


Head- 
Total       Ouaners 


Field 


Heaa- 
Totai       Ouaners 


Field 


Total 


ES-6 

1 

_  _ 

1 

1 



1 

1 

_  _ 

1 

ES-5 

4 

-- 

5' 

4 

— 

4 

4 

—  -. 

4 

ES-2 

2 

-- 

2 

— 

2 

2 



2 

ES-1 

' 

— 

'1 

1 

— 

1 

1 

1 

GS/GM-15 

25 

__ 

1 

25 

59 

25 

_  _ 

25 

25 

__ 

25 

GS/GM-14 

59 

-- 

57 

— 

57 

59 

59 

GS/GM- 13 

94 

-- 

94 
102 

90 

-- 

90 

92 

-- 

921 

GS/GM-12 

102 

-- 

98 

-- 

98 

100 

-- 

100! 

GS/GM- 11 

47 

-- 

47 

43 

-- 

43 

45 

-- 

45 

GS/GM- 10 

2 

-- 

2 

2 

-- 

2 

2 

-- 

2 

GS/GM-9 

41 

-- 

41 

39 

-- 

39 

39 

-- 

39 

GS/GM -8 

13 



13 

13 

-- 

13 

13 

-- 

13 

GS/GM -7 

58 

-- 

58 

58 

-- 

58 

58 

-- 

58 

GS/GM-6 

51 

-- 

51 

51 

-- 

51 

51 

-- 

51 

GS/GM- 5 

24 

-- 

24 

24 

-- 

24 

24 

-_ 

24 

GS/GM-4 

15 

-- 

15 

15 

-- 

15 

15 

-_ 

15 

GS/GM -3 

2 

-- 

2 

2 

-- 

2 

2 

-- 

2 

GS/GM- 2 

1 

-- 

1 

1 

-- 

1 

1 

-- 

i: 

1 

Other  Graded 

1 

Positions 

88 

125 

213 

88 

125 

213 

88 

125 

213 

Ungraded 

'  PosiUons 

2 

149 

151 

2 

149 

151 

2 

149 

151 

1 

Total  Par- 

manant 

Positions 
Unfilled  Positions 

632 

274 

906 

616 

274 

890 

624 

274 

898 

1 

1 

1 

end- of- year 

1 
Total.  Permanent 

0 

0 

0 

0 

0 

0 

0 

0 

01 

1 

Employment. 

1       end-of-year 

632 

274 

906 

616 

,274 

890 

624 

274 

8981 

'  Stan-Yeais 

632 

274 

906 

616 

274 

890 

624 

274 

1 
898 1 
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FOREIGN  AGRICULTURAL  SERVICE 
OFFICE  OF  THE  GENERAL  SALES  MANAGER 

CLASSIFICATION  BY  OBJECTS 
1992  and  Estimated  1993  and  1994 


Personnel  Compensation: 

1992 

1993 

1994 

Headquarters 

35.844.965 

36.727.000 

37.576.000 

1   Field 

19.005.791 

19.540.000 

20.671 ,000 

1 1  Total  personnel  compensation 

44.290.997 

44.552.000 

46.126.000 

12  Personnel  benefits 

10.103.897 

11.220.000 

11.599.000  i 

1 3  Benefits  for  former  personnel 
Total  pers.  comp.  &  benefits 

Other  Objects: 

455.862 

495.000 

522.000 

54.850.756 

56.267.000 

58.247.000 

21      Travel 

4.456.010 

4.033.000 

3.833.000 

22     Transportation  of  things 

1.470.184 

1.321.000 

1.242.000 

23.2  Rental  payments  to  others 

7.630.065 

8,383.000 

8.247.000 

23.3  Communications,  utilities 

and  misc.  charges 

3.305.058 

3.573.000 

3.360.000 

24      Printing  and  reprod. 

1.234.776 

1.118.000 

1.034.000 

25     Other  services 

45.537.095 

49.957.000 

40.387.000 

26     Supplies  and  materials 

2.238.549 

1.575.000 

1,542.000 

31      Equipment 

2.433.694 

487.000 

169.000 

42     Insurance  claims  and 

indemnities 
Total  other  objects 
Total  direct  obligations 

209.774 

80.000 

97.000 

68.515.205 

70.527.000 

59.911.000 

123.365.961 

126.794.000 

118.158.000 

!  Position  Data: 


Average  Salary.  ES  positions 
Average  Salary,  FO  positions 
Average  Salary,  GM/GS  positions 
Average  Grade.  GM/GS  positions 


102.250 

73.700 

46.940 

11.0 


105.829 
76,280 
48.583 ; 
11.0 


I 


109.533 1 
78,949 ' 
50.283 
11.0 
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FOREIGN  AGRICULTURAL  SERVICE 
OFFICE  OF  THE  GENERAL  SALES  MANAGER 


The  estimateB  include  appropriation  language  for  this  items  as  follows  (new 
language  underscored;  deleted  matter  enclosed  in  brackets) : 

Foreign  Agricultural  Service : 

For  necessary  expenses  of  the  Foreign  Agricultural  Service,  including  carrying 
out  title  VI  of  the  Agricultural  Act  of  1954,  as  amended  (7  U.S.C.  1761-1768), 
marlcet  development  activities  sdsroad,  and  for  en2U3ling  the  Secretary  to 
coordinate  and  integrate  activities  of  the  Department  in  connection  with 
foreign  agricultural  work,  including  not  to  exceed  $125,000  for  representation 
allowances  and  for  expenses  pursuant  to  section  8  of  the  Act  approved  August 
3,  1956  (7  U.S.C.  1766),  [$110,023,000]  S109 ■ 094 . 000 :   Provided,  That  this 
appropriation  shall  be  available  to  obtain  statistics  and  related  facts  on 
foreign  production  and  full  2uid  complete  information  on  methods  used  by  other 
countries  to  move  farm  commodities  in  world  trade  on  a  con^etitive  basis. 

Funds  appropriated  to  this  account  are  available  for  administrative  expenses 
and  equipment  purchases  previouslv  funde^  bv  the  Commodity  Credit  Corporation. 
Hereafter  no  funds  mav  be  made  available  for  these  purposes  other  than  those 
provided  in  appropriation  Acts. 

This  change  restricts  the  use  of  CCC  funds  for  administrative  ei^enses  and 
equipment  purchases. 

General  Sales  Manager  (Including  trauisfers  of  funds) : 

For  necessary  expenses  of  the  Office  of  the  General  Sales  Manager, 

1  I$B,866,000]  S9. 064.000.  of  which  [$4,668,000  may  be  transferred  from 
Commodity  Credit  Corporation  funds,  $2,731,000]  $2. 792, 000  may  be  transferred 
from  the  Consnodity  Credit  Corporation  Program  Account  in  this  Act,  and 
[$1,467,000]  Sl.500.000  may  be  transferred  frca\  the  Public  law  480  Program 

2  Account  in  this  Act.   [Of  these  funds,  up  to  $4,000,000  shall  be  availaOsle 
only  for  the  purpose  of  selling  surplus  agricultural  commodities  from 
Commodity  Credit  Corporation  inventory  in  world  trade  at  cootpetitive  prices 
for  the  purpose  of  regaining  and  retaining  our  normal  share  of  world  markets . 
The  General  Sales  Manager  shall  report  directly  to  the  Secretary  of 
Agriculture.   The  General  Sales  Manager  shall  obtain,  assimilate,  and  analyze 
all  available  information  on  developments  related  to  private  sales,  as  well  as 
those  funded  by  the  Corporation,  including  grade  and  quality  as  sold  and  as 
delivered,  including  information  relating  to  the  effectiveness  of  greater 
reliance  by  the  General  Sales  Manager  upon  loan  guarantees  as  contrasted  to 
direct  loans  for  financing  commercial  export  sales  of  agricultural  commodities 
out  of  private  stocks  on  credit  terms,  as  provided  in  titles  I  and  II  of  the 
Agricultural  Trade  Act  of  1978,  Public  Law  95-501,  and  shall  submit  quarterly 
reports  to  the  appropriate  committees  of  Congress  concerning  such 

3  developments.)   Funds  appropriated  to  this  account  are  avail"'"''!''  ^"^ 
administrative  expenses  and  eauipment  purchases  previously  funded  bv  the 
Commodity  Credit  Corporation.   Hereafter  no  funds  may  be  made  availetble  for 
these  purposes  other  than  those  provided  in  appropriations  Acts. 

The  first  change  reflects  the  direct  appropriation  of  funds  to  the  General 
Sales  Manager,  which  were  previously  transferred  from  the  Commodity  Credit 
Corporation. 

The  second  change  deletes  restrictive  language  contained  in  the  appropriations 
act. 

The  third  change  restricts  the  use  of  CCC  funds  for  administrative  expenses 
and  equipment  purchases. 
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FOREIGN  AGRICULTURAL  SERVICE 


Appropriations  Act,  1993 
Budget  Estimate.  1994 
Decrease  in  Appropriation 


$110,023,000 

109.094.000 

-929  000 


Adjustments  m  1993 

Appropriations  Act.  1993  $110,023,000 

Transfer  Irom  Commodity  Credit  Corporation 
tor  CCC  Computer  Facility  and  ADP  costs   a/  4  7.905.000 

Adjusted  base  for  FY  1993 
Budget  Estimate.  Current  Law.  1994 
Decrease  over  adjusted  1993 

tj  Reflects  direct  appropriation  transfer  of  S7,487  ttfousand  for  trie  operation  of  ttie 
Faciity  and  related  ADP  Costs  previously  funded  from  CCC  and  $418  thousand 
costs  previously  funded  from  ASCS. 

SUMMARY  OF  INCREASES  AND  DECREASES 

(On  basis  of  adjusted  appropriation) 


117.928.000 
109.094.000 
-8.834.000 

CCC  Computer 
for  personnel 


1993 

Other 

1994 

Item  of  Cttanoe 

Estimated 

PavCost 

Changes 

Estimated 

Foreign  Agricultural 

$37,513,000 

••^$343,000 

-$76,000 

$37,780,000 

Alfaiis 

Foreign  Market 

Information 

and  Access 

25.554.000 

4  344.000 

411.000 

25.909.000 

Foreign  Market 

Development 

54.861.000 

4497.000 

-9.953.000 

45.405.000 

Total  Available 

117.928.000 

41,184,000 

-10.018,000 

109,094,000 

PROJECT  STATEMENT 
(On  basis  of  adjusted  appropriation) 


1 

1992  Actual 

1993  Estimated 

Increase 
or 

1994  Estimated      ; 

i 

Staff- 

Stafl- 

Staff-  1 

Amount 

Years 

Amount 

Yeais 

Decrease 

Amount 

Years  1 

11.  Foreign 

1 

i        Agriculturai 

1 

Affairs 

$36,853,476 

302 

$37,513,000 

302 

4  $267,000 

(1) 

$37.780.000 ;         302 ; 

2    Foreign 

Market 

1 

Informa- 

tion and 

1                 1 

Access 

22.693.518 

262 

25.554.000 

246 

4  355.000 

(2) 

25.909.000          254 

3    Foreign 

Market  Develop- 

1 

ment 

54.247.967 

195 

54.861,000 

195 

-9.456.000 

(3) 

45.405.000'         195 

4    AmeriFiora 

•92 

Exposition 

SOO.OOO 

-- 

— - 

— - 

—  - 

i                                 — —                 —  — 

;  unobligated 

Balance 

479.039 

— - 

—  —           — - 

— 

—  —                  —  — 

Total 

1 

available  or 

estimate 

114.774000 

759 

117  928  000          743 

-8  834  000 

109  094  000 

751 

Tiansiei  from 

CCC  ar»0  ASCS 

tor  AOP  and 

Computer  Center 

-4.251000 

-     -7905000 

Tota    Apo»0- 

p>.ai>on 

110  523  000          759 

110  023  000 

743 
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EXPLANATIOH  OF  PROGRAM 

The  Foreign  Agricultural  Service  eppropriation  funds  the  activitiee  authorized 
by  the  Agricultural  Act  of  1954  (P.L.  690)  ,  as  amended,  and  the  Agricultural  Trade 
Development  and  Assistance  Act  of  1954  (P.L.  480),  as  amended.   The  activities 
carried  out  are  as  follows: 

FOREIGN  AGRICULTURAL  AFFAIRS  -  This  program  area  conducts  activities  contributing 
to  five  major  objectives.   The  objectives  and  their  respective  workload  and 
achievement  indices  are  as  follows: 

1.  Collecting,  interpreting  and  analyzing  mar)ceting,  economic  and  trade 
information  from  foreign  areas  essential  to  the  administration  of  U.S.  foreign 
agricultural  policies  and  programs;  this  information  is  disseminated  to 
fanners  for  use  in  planning  and  mar)ceting  decisions.   Counselors  and  attaches 
submit  approximately  5,500  reports  annually  on  production,  marketing,  economic 
and  trade  information. 

2 .  Providing  guidance  and  field  supervision  to  cooperators  in^lementing  market 
development  and  related  projects  overseas.   Annually,  counselors  and  attaches 
provide  over  3,200  trade  leads  and  write  tens  of  thousands  of  letters  and 
faxes  responding  to  inquiries  regarding  U.S.  and  host  country  agriculture. 

3.  Representing  global  U.S.  agricultural  trade  policy  interests,  with  particular 
eiqihasis  on  obtaining  improved  access  for  U.S.  fam  exports.  An  estimated 
1,100  special  trade  access  coomuni cat ions  are  sent  each  year  containing  direct 
support  for  the  U.S.  ei^ort  trade. 

4  .   Contributing  mission  support  including  guidance  and  assistance  to  agricultural 
development  programs  in  less -developed  friendly  countries.   As  members  of 
Embassy  country  teams,  counselors  and  attaches  provide  technical  guidance  on 
U.S.  agricultural  developments. 

5.   Providing  representation  at  international  meetings,  assistance  to  U.S. 

delegates  attending  international  agricultural  fora,  and  service  to  other  OSDA 
agency  programs. 

FOREIGN  MARKET  INFORMATION  AND  ACCESS  -  Thia   activity  consists  of  two  program 
areas- -coamodity  programs  and  international  trade  policy.   These  functions,  their 
related  objectives,  and  their  respective  workload  and  achievement  indices  are 
discussed  below. 

The  program  areas  prepare  and  disseminate  approximately  130  conmodity  circulars 
covering  over  100  coontodities,  12  World  Agricultural  Production  reports,  four 
issues  of  the  Outlook  for  U.S.  Agricultural  Exports  published  jointly  with  the 
Economic  Research  Sex-vice,  the  monthly  Agricultural  Trade  Highlights  and  make  a 
major  contribution  to  the  USDA's  12  World  Agricultural  Supply  and  Demand  Estimaces 
reports.   In  addition  to  published  documents,  numerous  current  information  reports 
and  ad  hoc  analyses  are  prepared  for  internal  use  by  the  Administrator  and  other 
policy  officials  of  the  Department.  These  reports  include  the  Desk  Top  Guide  to 
U.S.  Agricultural  Trade,  the  country  financial  risk  analysis  for  potential 
countries  eligible  for  GSM  credit  programs,  and  daily/weekly  commodity  Price  and 
Key  Developments  reports  and  the  weekly  Export  Enhancement  Progreun  update  report. 

1.   Conwioditv  Programs  •  This  program  area  conducts  activities  contributing  to  six 
major  objectives.  77>e  objectives  addressed  and,  where  feasible,  their 
respective  workload  and  achievement  indices  are  as  follows: 

a.   Providing  American  farmers,  traders,  agribusiness  leaders,  an<  polic>- 
■takers  with  timely  estimates  and  forecasts  of  world  agriculcur*: 
production.   These  areas  also  provide  primary  input  to  commodity  prograr 
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operations  and  prepare  the  monthly  World  Agricultural  Production  report. 
These  ongoing  programs  involve  preparation  of  monthly  estimates  of  major 
field  crops,  biannual  estimates  of  horticultural  and  tropical  crops  and 
annual  estiiBates  of  forest  products  and  livestock  production. 

b.  Providing  analysts  and  counselors/attaches  with  current  information  on  the 
existence,  extent,  and  probable  impact  of  weather -related  events  on 
foreign  crop  conditions. 

c.  Providing  American  farmers,  traders,  and  agribusiness  leaders  with  timely 
and  accurate  information  on  world  supply  and  demand  of  U.S.  agricultural 
products.   Data  analyses  of  factors  such  as  trade  potential,  prices, 
supply,  consumption,  and  overall  demand  are  conducted  by  commodity 
specialists.   The  impact  these  factors  have  vq>on  D.S.  agricultural  exports 
and  market  development  activities  are  a  particular  focus  of  the  commodity 
programs  area.   These  analyses  are  distributed  on  a  timely  basis  to  the 
U.S.  agricultural  coonninity  through  FAS  circular  publications, 
participation  in  trade  and  business  conferences  and  meetings,  amd  U.S. 
trade  organizations. 

d.  Providing  O.S.  Government  policymaKers  adequate  information  with  which  to 
make  decisions  regarding  O.S.  and  international  agricultural  interests. 
Advanced  economic  analyses  are  conducted  to  exaunine  the  data  and  produce 
Bhort-term  conmodity  forecasts,  conmodity  status  suma^ries  and  market 
potential  assessments  on  a  country  and  area  basis.   These  data  are 
utilized  as  key  inputs  in  the  decisionmaking  process  regarding  domestic 
farm  policies,  foreign  trade  negotiations  and  agreements,  and  market 
development  programs. 

e.  Fulfilling  U.S.  legislative  requirements: 

(1)  Day-to-day  administration  of  the  Meat  Import  Act  (P.L.  96-177)  in 
cooperation  with  the  D.S.  Customs  Service  and  such  other  special 
actions  as  are  necessary. 

(2)  Administration  of  quota  cheese  pricing  limitations  prescribed  in 
Section  702  of  the  Trade  Agreements  Act  of  1979  (P.L.  96-39) . 

(3)  Analysis  and  evaluation  of  the  role  of  sugar  in  world  trade  patterns. 

(4)  Market  development  and  coonodity  analysis  for  the  Market  Promotion 
Program  mandated  in  Section  203  of  the  Agricultural  Trade  Act  of 
1978,  as  amended. 

(5)  Market  development  and  coonodity  analysis  for  the  Export  Enhancement 
Program,  the  Dairy  Export  Incentive  Program,  the  Sunf lowerseed  Oil 
Assistance  Program,  and  the  Cottonseed  Oil  Assistance  Program. 

f .  Providing  support  and  services  to  an  export  expansion  effort  conducted  in 
cooperation  with  cooinodity  associations.  State  Departments  of  Agriculture 
and  private  exporters  to  the  benefit  of  the  O.S.  agricultural  sector. 
Special  studies  are  made  on  a  country,  region,  and  world  basis  for 
assigned  comnodities  to  identify  market  opportunities,  to  determine  the 
likely  iopact  of  competition  from  other  countries,  and  to  plan  strategic 
promotional  activities  to  enhance  D.S.  agricultural  exports.   Virtually 
every  D.S.  farm  product  entering  world  trade  is  promoted  by  one  of  the 
■wrket  devel^xnent  activities  supported  by  commodity  programs. 

The  information  contained  in  these  analyses  is  collected  via  a 
comprehensive  agricultural  attache  reporting  system,  analyteel  ir.  •  timely 
oianner,  and  prooptly  reported  to  domestic  producers,  exporters. 
policymakers,  the  public  and  other  interested  users   Parsiculai  er^jhasis 
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is  placed  on  disseminating  current  information  on  foreign  market 
situations  and  forecasting  trends  in  foreign  agricultural  supply  and 
demand. 

Special  studies  are  made  on  a  country,  area,  foreign  and  world  basis  for 
assigned  commodities  to  identify  market  opportunities,  amd  determine  the 
likely  impact  of  competition  from  other  commodities  and  countries  on  U.S. 
exports.   Also,  economic  analyses  are  made  covering  weekly  reports 
submitted  by  exporters  showing  their  shipments  to  date  and  outstanding 
sales. 

2.   International  Trade  Policy  -  This  program  area  conducts  activities 
contributing  to  the  following  major  objectives: 

a.  Supporting  bilateral  and   multilateral  representations  and  negotiations 
focused  on  reducing  trade  barriers  to  U.S.  agricultural  exports  and 
preserving  concessions  obtained  in  trade  negotiations. 

b.  Providing  support  to  the  United  States  Trade  Representative  (USTR)  in 

'  conducting  and  inplementing  results  of  trade  negotiations  and  in  managing 
domeBtic  conq>laint  mechiuiisms. 

c.  Initiating  and  supporting  work  activities  on  trade  and  cotnmodity  issues 
that  arise  in  international  fora  such  as  GATT,  OECD,  UNCTAD  and  FAO  so  as 
to  facilitate  U.S.  agricultural  e:q>orts. 

d.  Administering  U.S.  agricultural  import  policies  under  Section  22  and  other 
domestic  legislation  in  ways  which  will  be  consistent  with  the  purposes 
and  requirements  of  the  statutes  and  will  minimize  the  effects  of  U.S. 
import  restrictions  upon  FAS  efforts  to  expanA   U.S.  agricultural  eiqports. 

e.  Supporting  the  development  of  new  U.S.  legislation  to  facilitate  U.S. 
exports  or  defend  U.S.  producers  against  unfair  trade  practices  and 
harmful  competition . 

f .  Maintaining  a  Pood  Safety  and  Technical  Office  to  help  protect  U.S.  rights 
under  the  Standards  Code,  providing  information  on  Code  benefits,  and 
helping  citizens  to  comment  on  foreign  proposals  for  new  standards -related 
laws. 

g.  Assisting  agricultural  exporters  who  need  foreign  market  information  as 
well  as  those  who  believe  they  have  been  injured  by  unfair  trade 
practices,  and  coordinating  reports  on  foreign  agricultural  export 
assistance  and  market  opportunities  for  U.S.  agricultural  exporters 
through  the  Trade  Assistance  and  Planning  Office. 

h.   loiproving  the  quality  and  timeliness  of  agricultural  counselor/attache 

reporting  and  exchanging  of  information  between  Washington -based  analysts 
and  overseas  counselors/attaches;  and  substantially  increasing  the 
timeliness  of  information  to  the  U.S.  trade  using  the  Global  Economic  Data 
Exchange  System. 

i.   Providing  American  fanners,  traders,  agribusiness  leaders,  and  policy 
makers  with  information  on  U.S.  and  foreign  trade,  economic  indicators, 
and  tariff  and  other  restrictions  affecting  trade. 

j.   Monitoring  and  reporting  on  exports  of  selected  U.S.  agricultural 
comnoditxes . 

FDREICK  MARKET  DEVELOPMENT  ■  Provides  funding  so  that  industry-  groups  working  in 
concert  with  FAS.  or  FAS  working  alone,  may  conduct  market  development  activities 
The  major  objectives  and  applicable  achievements  are  as  follows 
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1.  Enabling  producers  and  other  sectors  of  the  O.S.  economy  to  jointly  and 
systematically  develop  and  expand  overseas  marKets.   In  1954,  the  Foreign 
Agricultural  Service  (FAS)  was  authorized  to  begin  using  foreign  currencies 
generated  by  the  Public  Law  480  prograun  to  finance  overseas  market  promotion 
activities  for  O.S.  farm  commodities.   Since  that  time,  FAS  has  spent  about 
$591  million  to  finance  the  foreign  market  development  program, 

which  has  contributed  to  the  increase  in  U.S.  farm  exports  from  $3.1  billion 
m  fiscal  year  1955  to  S42.3  billion  in  fiscal  year  1992.   The  program  is 
jointly  sponsored  with  nonprofit  private  trade  and  producer  associationE  in 
this  country  (O.S.  cooperators)  which  have  generated  approximately  Si. 25 
billion  in  contributions  to  more  than  match  the  $591  million  contributed  by 
FAS. 

Under  the  auspices  of  FAS'  long-term  Foreign  Market  Development  prograun,  FAS 
is  currently  participating  with  35  cooperators,  four  state  regional 
organizations  and  the  National  Association  of  State  Departments  of  Agriculture 
in  sponsoring  continuous  and  long-tern  projects.   FAS  also  assists  supporting 
56  permanently  staffed  cooperator  offices  overseas  which  conduct  promotion 
activities  in  more  than  130  foreign  markets. 

Coi^plementing  the  long-term  Foreign  Matrket  Development  Program  is  the  Market 
Promotion  Program  (MPP)  mandated  by  Section  203  of  the  Agricultural  Trade  Act 
of  1978,  as  amended.   The  MPP  provides  promotional  assistance  for  D.S. 
agricultural  products  including  those  O.S.  agricultural  products  whose  exports 
have  been  hurt  by  unfair  foreign  trade  practices.   The  number  of  participating 
trade  organizations  totals  72,  of  which  15  program  participants  are  new  to 
joint- industry  market  development  programs  overseas.   An  additional  375  U.S. 
private  firms  are  also  expected  to  participate  in  the  1993  MPP  program  through 
four  regional  state  organizations  as  part  of  a  high  value  export  program  that 
promotes  processed,  brand  identified  products.   During  the  three  years  of  the 
MPP,  $548  million  has  been  allocated  to  partially  reimburse  the  costs  of 
conducting  over  5,000  activities  worldwide. 

2.  Conducting  trade  fairs  and  food  exhibits  to  enhance  the  image  of  U.S.  food 
products  overseas  by  using  product  displays,  point -of -purchase  activities  to 
draw  consumer  attention  to  quality  U.S.  food  products,  sales  teams,  and 
providing  other  assistance  designed  to  link  potential  buyers  with  U.S. 
exporters . 

3.  FAS  has  established  Agricultural  Trade  Offices  in  the  major  markets  of  South 
America,  Europe,  Africa,  Asia  and  the  Middle  Bast  to  help  D.S.  exporters 
cooipete  by  supplying  up-to-the-minute  information  on  potential  customers  and 
promotional  opportunities.   U.S.  exporters  or  representatives  of  trade 
associations,  export  cooperatives  or  state  departments  of  agriculture  use 
these  trade  offices  as  home  bases  while  overseas.   There  are  currently  fifteen 
Agricultural  Trade  Offices  located  in  London,  England;  Hamburg,  Germany;  Hong 
Kong;  Singapore;  Seoul,  Korea;  Manama,  Bahrain;  Mexico  City,  Mexico;  Caracas, 
Venezuela;  Beijing  and  Guangzhou,  the  People's  Republic  of  China;  Tunis, 
Tunisia;  Jeddah,  Saudi  Arabia;  Algiers,  Algeria;  and  Osaka  and  Tokyo,  Japan 

REVIEWS  COMMENCED  DURING  FY  1992 

GAO  Reviews 

Code         Trade  and  Investoient  Reforms  in    Review  of  foreign  standards 
483631       Chile 

Code         Evaluation  of  Government  and       Review  of  program  effectiveness 
150110        Industry  Efforts  to  Develop  New 
Markets  for  Dairy  Products 

Code  Review  of  Multilateral  Trade       Review  of  progran-  ad.-ir.i6ira:.sor. 

483647       Negotiations  or.  Agriculture 
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Code 

472279 

Code 
2B0003 


Ose  of  Limited  Career  Extensions   Review  of  agency  management 
(LCE's)  in  the  Foreign  Service 


Overall  Management  of  PAS 


Review  of  agency  management 


Code 
472290 


Code 
280016 

Code 
150902 

Code 
280022 


Code 
150614 

Code 
280027 


Review  of  U.S.  Participation  in 
the  United  Nat i one  Food  and 
Agriculture  Organization  (FAO) 

Review  of  Generalized  System  of 
Preferences  Program 

Forest  Product  Con^etitiveness 


North  American  Free  Trade 
Agreement:   Snapback  Tariff 
and  Its  Implications 

U.S.  vs.  Foreign  Inspection 
Standards 

Review  of  MERCOSUR'S  Trade  and 
Investment  Reforms 


Review  of  program  administration 


Review  of  program  effectiveness 


Review  of  trade  opportunities 


Review  of  trade  opportunities 


Review  of  program  administration 


Review  of  trade  opporttinities 


OIG  Audits 

07020- 5 -Hy   Survey  of  Market  Promotion 
Program 


Survey  of  program  administration 


50600-e-At   World  Market  Prices  for  Cotton     Review  of  trade  opportunities 
and  Rice 

50099 -35 -AT  Audit  of  Departmental  Compliance   Review  of  agency  management 
with  PL  101-121  (Byrd  Amendment) 


REVIEWS  COMPLETED  DDRIWG  FY  1992 


Code 
483547 


Code 
483555 


Code 
4(8300 

Code 
150900 

Code 

150901 


Agricultural  Trade:   Cooperator    Review  of  program  management 
Conflict  of  Interest  Regulation 
Needs  Strengthening 

Drug  Policy  and  Agriculture:       Review  of  io^lementation  of 
O.S.  Trade  Impacts  of  Alternative  legislation 
Crops  to  Andean  Coca 


Review  of  O.S.  Econonic 
Assistance  to  El  Salvador 

Marketing  Timber  for  Export 


Evaluation  of  program 
effectiveness 

Review  of  O.S.  tiaA>er  aiarketing 


Generic  Research  and  Promotion     Review  of  program  effectiveness 

Orders  for  the  Fruit  and  Vegetable 

Industry 
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Code 
973305 


Code 
1S0019 

Code 
462605 


Code 
150108 


Code 
483620 


Code 
966505 


Accuracy  of  OSOA's  Forecasts  and   Review  of  program  administracion 
Bstinates  of  Meat  Production, 
Prices  and  Inventories 


Bvaluation  of  Nheat  Prices 


Review  of  Staffing  and  Organi- 
zation Issues  at  U.S.    EmbassieE 
and  Consulates  in  Japan  and  Korea 

Survey  of  Government  Programs 
and  Industry  Efforts  to  Develop 
Markets  for  Dairy  Products 

Export  Promotion :   Federal 
Programs  Lack  Organizational 
and  Funding  Cohesiveness 

Review  of  Total  Quality  Manage- 
ment in  the  Federal  Government 


Review  of  program  effectiveness 


Review  of  agency  managemenc 
and  effectiveness 


Review  of  trade  opportunities 


Review  of  program  administration 


Review  of  program  management 


OIG  Audits 

S0568-445-SP  A-128  Audit  Report  on  the  State 
of  Alaska 

07545- 01 -Hy  Preaward  Audit  -  UIK  Corp. 

50S68-47X-SF  A-128  Audit  Report  on  the  State 
of  Alaska  for  the  Fiscal  Year 
Ended  6/30/90 

07020- 2 -Hy   Participant  Contributions  Under 
TEA  and  FMD  Programs 

07091- 01 -Hy  FAS  Sugar  Re-export  Program 

50099- 67 -HY  Usage  of  Section  32  Import  Duty 
Funds 

07080 -1-Hy   Export  Sales  Reporting  System 

50568- 387 -SF  Alaska  Seafood  Marketing 
Institute  TEA  Program 


HY-719-1 


DBA  Maryland  Prooiotions  -  Fraud 


Program  audit 

Review  of  management  practices 
Program  audit 

Review  of  program  administration 

Review  of  program  administration 
Review  of  program  administration 

Review  of  program  administration 
Program  audit 

Program  investigation 


JUSTIFICATION  OF  INCREASES  AND  DECREASES 


(1)   An  increase  of  S267.000  for  Foreign  Agricultural  Affairs  ($37.513.000 
available  in  FY  1993)  consisting  of: 

(a)  An  increaae  of  SI .151 .000  for  overseas  wage  and  price  increaggg. 

Weed  for  Change:   This  increase  will  support  our  existing  offices  at  the 
current  levels.   During  fiscal  year  1993.  the  results  of  a  review  of  our 
world-wide  Attache  and  Counselor  configuration  were  implemented  which 
included  the  closure  of  three  offices,  downsizing  of  six  others  and 
transferring  resources  to  three  other  offices   To  achieve  additional 
economies,  overseas  office  budgets  were  reduced  b>-  3  percent 
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While  FAS  continues  to  aggressively  pursue  a  cost  reduction  strategy, 
world-wide  increases  for  inflation  and  higher  Foreign  Services  National 
wages,  as  projected  by  the  Department  of  State,  are  expected  to  increase 
aggregate  overseas  operating  costs  by  7  percent. 

Nature  of  Change :   Fiscal  year  1994  post  financial  plans  will  be 
increased  to  offset  the  combined  effects  of  inflation  and  higher  FSN 
wages  which  are  estimated  by  the  Department  of  State  to  total  i   percent . 

This  increase  will  allow  existing  offices  to  be  maintained  at  current 
levels . 

(b)  An  increase  of  S343.000  which  reflects  the  ainnualization  of  the  fiscal 
year  1993  pav  raise  and  anticipated  lump-sum  separation  payments  for 
accrued  annual  leave. 

(c)  A  decrease  of  Sl.227.000  for  administrative  efficiency. 

Need  for  Change .  To  implement  the  President's  Executive  Order,  to  reduce 
overhead-type  outlays  from  the  fiscal  year  1993  baseline,  by  3  percent  in 
fiscal  year  1994,  6  percent  in  fiscal  year  1995,  9  percent  in  fiscal  year 
1996  and  14  percent  in  fiscal  year  1997,  budget  authority  in  1994  must  be 
reduced  by  $1,227,000. 

Nature  of  Change.   In  order  to  achieve  this  savings,  FAS  will  initiate 
action  to  reduce  spending,  both  domestically  and  overseas,  in  travel, 
training,  procurement  and  other  administrative  areas  where  the  agency  has 
the  discretion  to  reduce  spending  from  current  levels. 

(2)  An  increase  of  S35S.000  for  Foreign  Market  Information  and  Access 

(S25.554.000  available  in  fiscal  year  1993)  consisting  of: 

(a)  An  increase  of  S344.000  which  reflects  the  annualization  of  the  fiscal 
year  1993  pav  raise  and  anticipated  lump-sum  separation  payments  for 
accrued  annual  leave. 

(b)  A  decrease  of  S236.000  for  administrative  efficiency. 

Need  for  Change .  To  implement  the  President's  Executive  Order,  to  reduce 
overhead- type  outlays  from  the  fiscal  year  1993  baseline,  by  3  percent  in 
fiscal  year  1994,  6  percent  in  fiscal  year  1995,  9  percent  in  fiscal  year 
1996  and  14  percent  in  fiscal  year  1997,  budget  authority  in  1994  must  be 
reduced  by  $236,000. 

Nature  of  Change .    In  order  to  achieve  this  savings,  FAS  will  initiate 
action  to  reduce  spending,  both  dcmestically  and  overseas,  in  travel, 
training,  procurement  and   other  administrative  areas  where  the  agency  has 
the  discretion  to  reduce  spending  from  current  levels. 

(c)  A  decrease  of  S4 . 000  for  FTS  2000  funding.   This  decrease  reflects 
lower  long  distance  teleconsnunications  prices  due  to  price 
redeterminations  in  the  FTS  2000  contracts. 

(d)  An  increase  of  S2S1.000  for  increased  costs  of  operating  the  CCC 
Computer  Facility  and  other  ADP  costs. 

(3)  An  decrease  of  S9. 456 .000  for  Foreign  Market  Development  (S54.B61.000 
available  in  fiscal  year  1993)  consisting  of: 

(a)  An  increase  of  $497.000  which  reflects  the  annualization  of  the  f-.szal 
year  1993  pav  raise  and  anticipated  Imrosmr.  separation  pa-.-ments  fcr 
accrued  annual  leave. 
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(b)  An  increase  of  S493.000  for  overseaB  wage  and  price  increaees. 

Heed  for  Change:   This  increase  will  support  existing  Agricultural  Trade 
Offices  (ATO's)  at  current  levels.   During  fiscal  year  1993,  the  results 
of  a  review  of  our  world-wide  ATO  configuration  were  implemented  which 
included  downsizing  two  offices.   To  achieve  additional  economies,  ATO 
budgets  were  reduced  by  2  percent. 

While  FAS  continues  to  aggressively  pursue  an  overseas  cost  reduction 
strategy,  world-wide  increases  for  inflation  and  higher  Foreign  Ser-i'ices 
National  wages,  as  projected  by  the  Department  of  State,  are  expected  to 
increase  aggregate  overseas  operating  costs  by  7  percent . 

Nature  of  Change:   Fiscal  year  1994  ATO  financial  plans  will  be  increased 
to  offset  the  combined  effects  inflation  and  higher  FSN  wages  currently 
estimated  by  the  Department  of  State  to  which  will  allow  existing  offices 
to  be  maintained  at  current  levels. 

(c)  A  decrease  of  SIO.000.000  in  Coooerator  Program  funding. 

Need  for  Change:   Due  to  the  need  to  reduce  the  Federal  deficit,  the 
government's  historical  contribution  level  to  this  cost-sharing  program 
must  be  reduced  frcxn  50  percent  to  33  percent. 

Nature  of  Change :   Federal  funds  used  to  support  administrative 
e}qpenses  for  participants  in  established  markets  will  be  scaled  down. 
Federal  support  will  focus  on  participant  expansion  into  less  developed 
areas  of  the  world  where  the  greatest  market  development  potential 
exists . 

(d)   A  decrease  of  S446.000  for  administrative  efficiency. 

Need  for  Change.  To  inplement  the  President's  Executive  Order,  to  reduce 
overhead-type  outlays  from  the  fiscal  year  1993  baseline,  by  3  percent  in 
fiscal  year  1994,  £  percent  in  fiscal  year  1995,  9  percent  in  fiscal  year 
1996  and  14  percent  in  fiscal  year  1997,  budget  authority  in  1994  must  be 
reduced  by  $446,000. 

Nature  of  Change.    In  order  to  achieve  this  savings,  FAS  will  initiate 
action  to  reduce  spending,  both  domestically  and  overseas,  in  travel, 
training,  procurement  and  other  administrative  areas  where  the  agency  has 
the  discretion  to  reduce  spending  from  current  levels. 


67-445  O— 93 23 
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Foreign  Agricultural  Service 
GEOGRAPHIC  BREAKDOWN  OF  OBUGATIONS  AND  STAFF-YEARS 


1992  and  Estimated  1993  and  1994 

1992 

1993 

1994 

Amount 

Statf- 
Years 

Amount 

StaM- 
Years 

Amount 

Stafl- 
Years 

District  of 
Columbia 

Overseas 

Total  Available 
or  Estimate 

44.713.164 
69.581.797 

498 
263 

44.701 .000 
73.227.000 

482 
263 

45.976.000 

1 

63,118.000! 

490 
263 

114.294.961 

761 

117.928.000' 

745 

1 

109.094.000 

753 
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FOREIGN  AGRICULTURAL  SERVICE 
STATUS  OF  PROGRAM 


U.S.  agricultural  exports  are  expected  to  reach  $42.3  billion  in  fiscal  vear  1992, 
rising  to  their  highest  level  in  11  years.   Gains  were  made  in  bulk  products, 
especially  wheat  and  soybeans,  and  in  high-value  products,  such  as  horticultural 
and  animal  products.   U.S.  grain  sales  were  up  nearly  $2  billion  with  gains 
attributed  to  higher  sales  under  the  CCC  export  credit  guarantee  programs, 
especially  to  the  former  Soviet  Union.   Exports  of  semi -processed  and  other 
intermediate  products  are  headed  for  an  all-time  high.   For  consumer-oriented 
products,  records  are  expected  in  virtually  every  category,  including  meats,  dairy 
products,  fruits,  and  vegetables. 

There  was  strong  growth  in  U.S.  exports  to  Mexico  as  a  result  of  Mexican  policies 
that  increased  market  access  for  U.S.  farm  products.   U.S.  exports  to  Canada  grew 
by  9  percent  hoisted  by  sales  of  horticultural  products,  and  U.S.  agricultural 
exports  to  Asia  Increased  by  more  than  7  percent.   Japan  continues  to  be  the 
largest  export  market,  where  U.S.  farm  products  showed  gains  across  the  board, 
especially  meat  and  horticultural  products.   U.S.  export  sales  to  the  four  tiger 
nations- -Taiwan,  Korea,  Singapore,  and  Hong  Kong--rose  by  $300  million. 

Current  Activities:   The  Foreign  Agricultural  Service's  (FAS)  network  of 
agricultural  counselors,  attaches,  and  trade  officers  serves  as  U.S.  agriculture's 
front  line  in  international  markets.   Overseas  officers  have  successfully  defended 
U.S.  agricultural  interests  against  the  adverse  actions  of  foreign  governments, 
have  protected  or  improved  access  for  U.S.  products,  and  have  provided  a  wealth  of 
world  agricultural  trade  and  production  information. 

To  help  expand  trade  in  high  potential  markets,  FAS  opened  Agricultural  Trade 
Offices  in  Osaka,  Japan,  and  in  Mexico  City,  Mexico.   To  help  cover  Eastern  Europe, 
an  office  was  opened  in  Sofia,  Bulgaria.   The  agricultural  office  in  Panama  was 
closed  due  to  budget  constraints,  and  the  office  in  Belgrade,  Yugoslavia  was  closed 
because  of  the  civil  war  there. 

The  fiscal  year  1992  Market  Promotion  Program  (MPP) ,  authorized  by  the  Food, 
Agriculture,  Conservation  and  Trade  Act  of  1990,  provided  $200  million  of  Commodity 
Credit  Corporation  funds  to  help  U.S.  producers  and  other  organizations  finance 
promotional  activities  for  U.S.  agricultural  products.   The  MPP  helps  develop  new 
markets  and  increase  U.S.  agricultural  exports.   Similarly,  the  fiscal  year  1992 
Foreign  Market  Development  program  (Cooperator  program) ,  authorized  by  the 
Agricultural  Act  of  195A,  operated  to  create,  expand,  and  maintain  markets  abroad 
for  U.S.  agricultural  commodities.   Both  programs  have  been  instrumental  in  the 
past  year  supporting  the  U.S.  agricultural  export  effort. 

The  Export  Enhancement  Program  (EEP)  encourages  the  export  of  U.S.  agricultural 
commodities  in  targeted  markets  by  making  their  prices  competitive  with  the 
subsidized  exports  of  other  countries.   The  program  has  increased  exports, 
challenged  unfair  trade  practices  of  competitors,  and  pressured  trading  partners  to 
negotiate  to  reduce  trade  barriers  and  trade-distorting  subsidies.   In  fiscal  year 
1992,  agricultural  export  sales  under  the  EEP  were  valued  at  more  than  $3.0 
billion. 

A  total  of  $968.2  million  in  bonuses  was  awarded  to  exporters  to  help  U.S. 
agricultural  products  be  competitive  in  many  major  markets.   For  the  first  time. 
FAS  announced  EEP  initiatives  in  multi -country  packages  to  help  speed  up  the 
process  and  provide  a  more  stable  marketing  environment  for  U.S.  commodities  US 
exporters  also  were  awarded  $76  million  in  bonuses  for  sales  of  dairv  products 
under  the  Dairv  Export  Incentive  Program  (DEIP).  Under  thi-  Surf lowt-rs«-fC  Oil 
Assistance  Program  (SOAP),  sales  in  1992  rose  over  300  percen:  to  mort-  than  $121 
million.   Sales  under  the  Cottonseed  Oil  Assistance  Prograa  (C0nP>  rost-  2t<  prrcrn: 
to  nearlv  $21  million. 
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Exporc  credlc  guarantee  programs  help  assure  the  availability  of  credit  to  finance 
comnercial  U.S.  agricultural  exports.   In  fiscal  year  1992,  USDA  registered  $3.7 
billion  in  export  sales,  the  highest  level  since  the  inception  of  these  programs. 

P.L.  480,  which  authorizes  both  concessional  credit  and  direct  grants,  supported 
exports  of  S.9  million  metric  tons  of  U.S.  agricultural  commodities ,  valued  at  $1.1 
billion.   Title  I  concessional  sales  amounted  to  2.3  million  tons  valued  at  $374 
million;  Title  II  humanitarian  grants,  2.1  million  tons  valued  at  approximatelv 
$467  million;  and  Title  III  developmental  grants.  1.5  million  tons  valued  at    $241 
million.   Under  the  Food  for  Progress  program  over  480  thousand  metric  cons  of 
commodities  were  supplied  to  10  countries  with  a  commodity  value  of  about  $127 
million.   In  addition,  1.7  million  tons  of  commodities,  with  an  estimated  export 
value  of  over  $300  million,  were  approved  for  donation  overseas  under  the  Section 
416  (b)  program.   The  value  of  agricultural  commodities  provided  under  these 
programs  totaled  $1.4  billion. 

The  United  States.  Mexico,  and  Canada  reached  agreement  on  a  North  American  Free 
Trade  Agreement  (NAFTA).   If  NAFTA  is  approved  by  Congress,  it  will  eliminate  most 
trade  barriers  among  the  three  nations.   U.S.  agricultural  exports  to  Mexico  in 
fiscal  year  1992  have  risen  27  percent  and  exports  to  Canada  rose  9  percent.   A 
NAFTA  will  mean  an  estimated  $1.5  to  $2  billion  annual  boost  for  U.S.  farm  exports 
to  Mexico  alone,  giving  U.S.  producers  more  market  access  and  generating  new  jobs 
and  trade  for  the  United  States. 

The  United  States  continued  to  press  for  global  reform  of  agricultural  trade  in  the 
Uruguay  Round  negotiations  under  the  General  Agreement  on  Tariffs  and  Trade  (GATT) . 
The  United  States  also  signed  a  new  GATT  11  trade  accord  with  Japan  which  will  mean 
an  estimated  $75  million  to  $95  million  in  extra  sales  for  U.S.  farmers  and 
producers  over  the  next  three  years,  especially  in  com,  dairy  products,  and 
dietary  supplements. 

FAS  continues  to  provide  support  to  the  former  Soviet  Union  as  nations  there 
struggle  to  move  to  market -oriented  economies.   The  USDA-FAS  Soviet  Secretariat 
coordinated  USDA  assistance  activities,  monitored  trade,  and  provided  assistance  to 
U.S.  exporters.   In  fiscal  year  1992,  $2.6  billion  in  export  credit  guarantees  were 
announced  to  encourage  the  purchase  of  U.S.  agricultural  products  by  the  former 
USSR.   Program  guidelines  under  the  EEP,  DEIP,  and  SOAP  have  been  broadened  to 
allow  for  nontraditional  trade  flows,  such  as  barter.   Over  $150  million  dollars 
were  allocated  for  humanitarian  food  assistance  under  the  Food  for  Progress  program 
and  Section  416  (b)  of  the  Agricultural  Act  of  1949.   USDA  is  also  conducting 
technical  assistance  programs  in  the  former  USSR  such  as  a  model  farm,  the 
development  of  wholesale  markets,  agricultural  extension  projects,  and  a  loaned 
executive  program,  in  *»hich  U.S.  executives  work  with  managers  in 
agricultural-related  industries. 

SUMMARY  OF  AGRICULTURAL  TRADE 

U.S.  agricultural  exports  are  expected  to  dip  $800  million  in  fiscal  year  1993  to 
$41.5  billion,  largely  due  to  lower  prices  for  com  and  soybeans,  and  reduced 
cotton  exports.   Little  change  is  expected  in  export  volume  in  fiscal  year  1993. 
but  increased  world  production  of  grains  and  oilseeds  is  expected  to  result  in 
lower  prices.   In  total,  export  value  for  grains  and  products,  oilseeds  and 
products,  and  cotton  is  expected  to  fall  by  $1.3  billion.   High-value  product  (HVP) 
exports  are  expected  to  increase  for  the  eighth  consecutive  year  in  fiscal  year 
1993.   Horticultural  and  animal  product  exports  are  expected  to  reach  new  records 
in  1993,  but  grow  at  a  slower  rate  than  in  fiscal  year  1992.   Together,  exports  of 
horticultural  and  animal  products  rose  $1.8  billion  in  1992,  and  a  $600  million 
increase  is  forecast  for  fiscal  year  1993. 

IS   imports  of  agricultural  products  are  expected  to  be  slightlv  lower  ir  fisci". 
vear  1993.  projected  at  $2'^  billion    Imports  are  expected  to  (all  $300  ci'.lior. 
Irocs  fiscal  vear  1992's  record  S2^  3  billion   Lower  tobacco  imports  ari-  fyptcit-i 
to  more  than  offset  slight  gains  in  other  products    With  exports  fa'.  lin£  iron  tnar 
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imports  In  fiscal  year  1992,  the  U.S.  agricultural  trade  surplus  is  projected  to 
drop  $500  million  to  $17.5  billion. 

U.S.  Agricultural  Trade.  Fiscal  Year  1989-1993 

1993 
1989        1990        1991         1992       Forecast 
(Billion  Dollars) 


Exports  S  39.6     $  ^0.1      $  37.5     $  ^2.3      $  41.5 

Imports  21.5       22.5        22.6       24.3        24.0 

Trade 
Balance  $  18.1     $  17.6      $14.9     $  18.0      $  17.5 

Export 
Volume  (MMT)       146.4       148.7        129.4       143.6        144.0 

Agricultural  Exports: 

The  fiscal  year  1993  forecast  for  U.S.  wheat  and  flour  exports  is  34.5  million 
tons,  marginally  lower  than  the  35  million  in  fiscal  year  1992.   However,  total 
value  is  up  slightly  to  $4.5  billion,  due  to  higher  expected  prices.   Despite  lower 
demand  from  China  and  the  former  Soviet  Union,  prices  are  expected  to  increase  due 
to  lower  exportable  supplies  from  competitors  such  as  Canada  and  Argentina. 

U.S.  exports  of  coarse  grains  are  expected  to  rise  to  51.5  million  tons,  up  from 
50.2  million  in  fiscal  year  1992.   However,  export  value  should  decline  almost  $500 
million  to  $5.2  billion  due  to  lower  expected  prices.   The  record  U.S.  crop,  a 
forecast  18  million  ton  rise  in  global  coarse  grain  stocks,  and  a  more  than 
doubling  of  U.S.  com  stocks  are  expected  to  sharply  reduce  U.S.  com  prices. 

The  forecast  for  rice  exports  in  fiscal  year  1993  is  unchanged  from  fiscal  year 
1992  at  2.3  million  tons.   However,  lower  prices  are  expected  to  reduce  the  value 
of  exports  to  $700  million. 

The  outlook  for  exports  of  oilseeds  and  products  is  down  4  percent  from  actual 
fiscal  year  1992  sales  to  $7.1  billion,  and  2  percent  lower  by  volume  to  28.3 
Billion  tons.   Soybean  exports  are  forecast  to  drop  more  than  $200  million  to  $4.1 
billion,  on  lower  prices  but  virtually  unchanged  volume.   The  weakening  in  unit 
export  price  reflects  growing  U.S.  stocks  coupled  with  a  below  trend  growth  in 
foreign  meal  demand. 

Cotton  exports  are  projected  to  ease  to  $1.8  billion  from  $2.2  billion  in  fiscal 
year  1992.   Volume  is  also  expected  to  decline  to  1.3  million  tons  from  over  1.5 
million  last  year.   The  fiscal  year  1993  forecast  reflects  sluggish  world  demand 
along  with  uncertain  export  prospects  from  major  competitors  such  as  China  and  the 
former  USSR,  whose  production  forecasts  have  been  reduced,  but  whose  export 
forecasts  have  been  raised. 

Exports  of  unmanufactured  tobacco  are  expected  to  remain  about  the  sane  as  last 
year  at  $1.6  billion.   Demand  has  remained  strong  for  leaf  exports  in  traditional 
U.S.  markets  in  Asia  and  Europe. 

The  forecast  fiscal  year  1993  export  value  for  livestock,  poultry,  and  dairy  is  up 
almost  $350  million  from  record  fiscal  year  1992  levels  to  $8.1  billion.   Host  of 
the  gain  is  expected  from  beef  and  veal  exports  to  Japan  and  Korea.   Recently 
instituted  Mexican  tariffs  on  Imported  beef  are  expected  to  temper  but  not  halt 
recent  export  growth  while  live  cattle  exports  to  Canada  are  expected  to  decline 
Poultry  exports  should  increase  about  5  percent  to  $1.3  billion   .lost  of  this  gair. 
is  in  sales  of  turkey  and  broiler  parts  to  Mexico,  Korea  and  Hong  Kong.  a&   well  a:. 
$30  Billion  of  CSH-102  credit  guarantees  to  Russia. 
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Horticultural  product  exports  are  expected  to  reach  a  new  record  of  $7.2  billion  in 
fiscal  year  1993,  up  more  than  $350  million  from  fiscal  year  1992 's  record  $6.85 
billion  level.   Exports  should  not  grow  as  strongly  as  in  recent  years  due  to 
higher  foreign  production;  however,  continued  market  liberalization  in  many 
importing  countries  as  well  as  strong  demand  in  Mexico,  Canada,  Japan  and  the  EC 
should  continue  the  overall  growth  in  U.S.  exports  of  horticultural  produces. 


1993 
1990       1991     1992   Forecast 


U.S.  Agricultural  Exports.  Value  by  Commodity.  Fiscal  Years   1989-1Q93 
Commodity  1989 


Grains  and  Feeds. 1/ 

Wheat  and  Flour 

Coarse  Grains  2/ 

Com  3/ 

Rice 

Oilseeds  and  Products. 1/ 

Soybeans 

Soybean  Cake  and  Meal. 

Soybean  Oil 

Livestock  and  Products.. 
Poultry  and  Products.... 

Dairy  Products 

Horticultural  Products.. 

Tobacco 

Cotton  and  Llnters 

Seeds 

Sugar  and  Tropical  Prod. 

Total  Exports 

Total  Imports 

Trade  Balance 


(Billion  Doll, 
12.5 

arc ^ . - . _ . 

17.1 

16.0 

14.1 

13.4 

6.3 

4.4 

3.1 

4.5 

4.5 

7.2 

8.0 

5.7 

5.7 

5.2 

6.1 

6.9 

4.9 

4.7 

4.2 

1.0 

0.8 

0.8 

0.8 

0.7 

6.8 

6.3 

5.7 

7.3 

7.1 

4.1 

3.9 

3.5 

4.3 

4.1 

1.3 

1.0 

1.0 

1.3 

1.1 

O.A 

0.3 

0.2 

0.4 

0.4 

5.3 

5.4 

5.5 

6.0 

6.2 

0.7 

0.9 

1.0 

1.2 

1.3 

0.5 

0.3 

0.4 

0.7 

0.6 

4.1 

5.2 

6.0 

6.8 

7.2 

1.3 

1.4 

1.6 

1.5 

1.6 

2.1 

2.7 

2.6 

2.2 

1.8 

0.5 

0.6 

0.6 

0.7 

0.7 

1.2 

1.4 

1.6 

1.7 

1.7 

39.6 

40.1 

37.5 

42.3 

41.5 

21.5 

22.5 

22.6 

24.3 

24.0 

18.1 


17.6 


14.9 


18.0 


17.5 


1/   Includes  other  products  not  listed  below. 

2/  Includes  com,  oats,  barley,  sorghum  and  rye  and  products. 

3/  Excludes  products. 

NOTE:   Totals  may  not  add  due  to  rounding. 

Source:  Fiscal  Years  1989-1992  data  from  U.S.  Bureau  of  the  Census; 

Fiscal  Year  1993  forecast  from  'Outlook  for  U.S.  Agricultural  Exports. 


709 


28j!-5 


U.S.  Agricultural  Exports,  Volume  by  Commodity ,  Fiscal  Years  1989-1993 

1993 

Commodity                   1989       1990       1991        1992  Forecast 

(Million  Metric  Tons) 

Wheat 37.7       28.1       26.7        34.3  33.5 

Flour   1.2        0.9        1.1         0.8  0.9 

Coarse  Grains  1/ 60.4       69.0       51.8        50.2  51.5 

Corn  2y 50.5       60.0       44.5        40.6  41.5 

Feeds,  Ingredients 

&  Fodders 11.0       11.1       11.1        11.7  11.8 

Rice 3.0       2.5       2. A        2.3  2.3 

Soybeans 14.1       17.2       15.1        19.2  19.3 

Soybean  Cake  &  Meal 4.7        4.8        S.O         6.3  5.4 

Soybean  Oil 0.8        0.6        0.4         0.7  0.8 

Beef,  Pork  and 

Variety  Meat 0.7        0.7        0.7         0.9  1.0 

Poultry  Meat 0.5        0.6        0.6         0.8  0.8 

Animal  Fats 1.4        1.3        1.2         1.4  1.4 

Tobacco 0.2       0.2       0.2        0.2  0.2 

Cotton  and  Linters 1.5        1.7        1.6         1.5  1.3 

Horticultural  Products.       3.8        4.6        5.0         6.0  6.5 

Others/  4.9        4.3        4.7         4.9  4.7 

Total  Exports  3/...        146.4      148.7      129.4       143.6  144.0 

\J     Includes  com,  oats,  barley,  sorghum  and  rye  and  products. 

2/   Excludes  products. 

3/   Includes  only  those  commodities  measured  in  metric  tons. 

NOTE:   Totals  may  not  add  due  to  rounding. 

Source:  Fiscal  Years  1969-1992  data  from  U.S.  Bureau  of  the  Census; 

Fiscal  Year  1993  forecast  from  "Outlook  for  U.S.  Agricultural  Exports. 
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U.S.  Agricultural  Exports,  Value  by  Region.  Fiscal  Years  1989-1993  1/ 
Comnoditv  1989      1990      1991 


1993 
1992    Forecast 


(Billion  Dollars)- 


Western  Europe 

European  Conununicy  2/ 
Other  Western  Europe 

Eastern  Europe  3/ 

USSR  (Former) 

Asia 

Middle  East  UJ 

Japan 

China 

NIC's  5/ 

Other  Asia  6/ 

Canada  7/ 


7.1 
6  6 
0.5 

O.i 

3.3 

16.4 
2.3 
8.1 
1.5 
U.b 
2.1 

2.2 


7.3 
6.8 
0.5 

0.5 

2.9 

16.1 
1.9 
8.1 
0.9 
5.2 
1.9 

3.7 


Oceania 


0.3 


TOTAL  39.6 

Developed  Countries  9/     19.8 

Less  Developed  Countries   16.0 

Centrally  Planned  Countries  U .U 

10/ 


0.3 

40.1 
19.8 
15.9 


7.3 
6.8 
0.5 

0.3 

1.7 

14.6 
1.4 
7.7 
0.7 
4.6 
1.6 

4.4 


0.3 

37.5 

20.0 

14.7 

2.7 


7.7 
7.2 
0.5 

0.2 

2.6 

16.0 
1.7 
8.4 
0.7 
4.9 
2.0 

4.8 


0.4 

42.3 

21.9 

16.8 

3.6 


7.9 

7  .4 
.5 

.3 

2.1 

15.3 
1.8 
8.1 
.4 
5.0 
1.8 

4.7 


Africa 

2.3 

1.9 

1.8 

2.2 

2.3 

North  Africa  8/ 

1.8 

1.5 

1.3 

1.3 

1.5 

Sub-Saharan  Africa 

0.5 

0.5 

0.5 

0.9 

.8 

Latin  America 

5.4 

5.1 

5.5 

6.4 

6.7 

Mexico 

2.7 

2.7 

2.9 

3.7 

4.1 

41.5 

21.9 

16.9 

2.7 


1/  Data  are  adjusted  for  transshipments  through  Canada  and  Western  Europe. 

2/  Includes  Spain  and  Portugal;  and  East  Germany  in  1991  and  1992. 

3/  Excludes  East  Germany  in  1991  and  1992. 

4/  Turkey,  Cyprus,  Syria,  Lebanon,  Iraq,  Iran,  Israel,  Jordan,  Gaza  Strip, 

Kuwait.  Saudi  Arabia,  Qatar,  United  Arab  Emirates,  Yemen  (Sana).  Yemen 

(Aden),  Oman  and  Bahrain. 

Korea.  Taiwan.  Mongolia.  Macao  and  Hong  Kong. 

Afghanistan.  India.  Pakistan.  Nepal,  Bangladesh  and  Sri  Lanka. 

Mongolia,  Burma,  Thailand,  Vietnam,  Laos,  Malaysia,  Indonesia. 

Brunei.  Philippines.  Macao,  and  Cambodia. 

Prior  to  January  1990.  U.S.  agricultural  exports  to  Canada  have  been  under 

reported  by  the  Bureau  of  the  Census.   Data  prior  to  January  1990  have  not 

been  adjusted. 

Morocco.  Algeria,  Tunisia,  Libya  and  Egypt. 

Western  Europe,  Japan,  Canada,  Israel,  Australia,  New  Zealand,  Republic  of 

South  Africa. 
10/  Includes  the  former  Soviet  Union  and  China. 


1/ 
6/ 


2/ 


8/ 
9/ 


Source:  Fiscal  Years  1989-1992  data  from  US   Bureau  of  the  Census; 

Fiscal  Year  1993  forecast  from  "Outlook  for  IS  Agricultural  Exports 
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Tod  Markets: 

The  "Top  10"  markets  are  expected  to  account  for  over  75  percent  of  total  U.S. 
agricultural  exports  in  fiscal  year  1993.   Japan  is  again  projected  to  be  the  No.  1 
market  for  U.S.  agricultural  products,  retaining  its  lead  over  the  EC.   Exports  to 
Japan  should  decrease  $260  million  to  $8.1  billion,  while  exports  to  the  EC  in 
fiscal  year  1993  are  forecast  to  increase  $200  million  to  $7.4  billion.   Sales  to 
Canada  should  decline  by  $100  million  to  $4.7  billion  while  exports  to  Mexico 
should  rise  $400  million,  reaching  $4.1  billion  in  fiscal  year  1993. 

Top  Ten  U.S.  Agricultural  Export  Markets,  Fiscal  Year  1992-1993 

1993 
1992        Forecast       %  Change 


-(Bj 

.11 

ion  dollars) 

Japan 

8.4 

8.1 

-3 

EC-12 

7.2 

7.4 

+3 

Canada 

4.8 

4.7 

-2 

Mexico 

3.7 

4.1 

+12 

Soviet 

Union 

(Former) 

2.7 

2.1 

-20 

South  Korea 

2.2 

2.3 

+5 

Taiwan 

1.9 

1.9 

0 

China 

(PRO 

0.7 

0.4 

-42 

Hong  Kong 

0.8 

0.8 

-2 

Egypt 

0.7 

0.6 

-15 

Source:   "Outlook  for  U.S.  Agricultural  Exports,"  December  1992. 

Agricultural  Imports: 

U.S.  agricultural  imports  in  fiscal  year  1993  are  expected  to  decrease  to  $24 
billion,  down  $300  million  from  their  fiscal  year  1992  level.   The  value  of 
competitive  imports,  especially  tobacco,  is  expected  to  decline,  while 
noncompetitive  imports  should  rise.   Gains  of  about  $100  million  in  noncompetitive 
imports  should  be  led  by  bananas,  rubber,  spices,  and  tea. 

FOREIGN  MARKET  DEVELOPMENT 

1.   Japan.   Japan  is  the  world's  largest  net  importer  of  agricultural  products. 
Although  the  value  of  U.S.  agricultural  imports  declined  by  2  percent  in  1991,  the 
U.S.  remained  the  top  supplier  of  food  products  to  Japan  with  a  35  percent  market 
share.   The  economy  remained  relatively  strong  in  1991  with  real  Gross  National 
Product  (GNP)  growth  at  3.7  percent,  steady  inflation  at  3.3  percent,  and 
unemployment  at  a  flat  2.1  percent.   Import  demand  is  expected  to  grow  as 
consumption  rises  faster  than  production.   Moreover,  recent  market  liberalization 
and  changes  in  the  Japanese  lifestyle  will  create  new  opportunities  for  U.S. 
products . 

Recent  examples  of  success  in  this  market  include: 

**   Promotional  efforts  undertaken  by  the  California  Pistachio  Commission  have 
convinced  Japanese  importers  and  retail  trade  of  the  superior  quality  of 
California  pistachios.   Due  in  part  to  Targeted  Export  Assistance/Market 
Promotion  Program  (TEA/MPP)  supported  activities,  exports  of  California 
pistachios  to  Japan  increased  80  percent  in  volume  and  95  percent  in  value 
for  the  period  September  1991  through  April  1992  compared  to  :he  same 
period  a  year  ago. 

•*   Sunkist  Growers,  an  MPP/Export  Incentive  Progran-  participant   launchet:  ati 
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•xtciuiv*  advarclslng  and  sales  proBocion  prograa  to  regain  Its  Japanese 
■arkac  share  which  had  decreased  as  a  result  of  the  1990/91  crop  freeze. 
Exports  of  navel  oranges  to  Japan  posted  a  new  carton  sales  high  of  2.8 
■llllon  cartons  during  1991/92,  which  represented  a  33  percent  Increase 
over  the  previous  hl^. 

**     Japanese  liberalization  of  beef  Imports  In  1991,  prooipced  the  Meat  Export 
Federation  to  conduct  an  MPP  funded,  laulti.level  caapaign  aimed  at 
consumers,  the  trade  and  the  retail  sector.   As  a  result,  six  of  Japan's 
largest  supermarket  chains  purchased  35  percent  more  U.S.  beef  in  1991 
compared  to  1990.   U.S.  market  share  also  increased  to  60  percent  from  36 
percent  during  the  period,  while  the  Australian  and  domestic  market  shares 
decreased  two  and  four  percentage  points,  respectively.   Japan's  total  beef 
Imports  In  1991  were  438. S  thousand  tons  with  U.S.-sourced  product  totaling 
220. S  thousand  tons,  a  SO  percent  share  of  the  market. 

2.  Taiwan.   Taiwan  has  traditionally  been  a  market  for  U.S.  bulk  and 
Intermediate  agricultural  products.   However,  Imports  of  consumer -oriented,  high 
value  products  have  risen  over  the  past  several  years  because  of  higher  income 
levels  and  a  7.3  percent  growth  in  the  economy  in  1991.  Additionally,  Taiwan 
established  an  Agricultural  Adjustment  Plan  (1991-1997)  which  sets  a  zero  growth 
rate  target  Cor  the  island's  agricultural  sector  and  alms  to  reduce  agricultural 
production  to  the  domestic  demand  level  for  essential  crops  and  products. 
Continued  acenomic  growth,  coupled  with  Taiwan's  agricultural  trade  policy  reform, 
should  significantly  Increase  opportunities  for  sales  of  U.S.  agricultural 
products,  particularly  value-added  goods,  during  this  decade. 

Examples  of  success  In  this  market  include: 

**  According  to  an  independent  survey,  purchase  frequency  of  California 
kiwlfruit  by  Taiwanese  consumers  decreased  to  10.4  times  per  year  in 
1990/91  from  13.6  times  per  year  in  1989/90.  In  an  effort  to  reverse  this 
trend,  the  California  Kiwlfruit  Commission  conducted  in-store  promotions 
using  HFP  f«inda  to  increase  consumer  recognition  of  kiwlfruit  in  Taiwanese 
recall  euclaes.  This  promotional  support  led  to  an  increase  in  purchase 
frequency  Co  18.7  Clmes  per  year  for  the  1991/92  season.   Moreover, 
shlpmencs  of  California  kiwlfruit  Increased  200  percent  compared  to 
year •earlier  levels. 

**  The  Western  U.S.  Agricultural  Trade  Association,  a  TEA/MPP  participant. 

sponsored  a  retail  promotion  of  both  fresh  and  processed  foods  in  Taiwanese 
supermarkets.   During  Che  promotion,  sales  of  fresh  fruits  and  vegetables 
increased  S4  percent  and  grocery  items,  excluding  U.S.  beef,  increased  IBS 
percent.   Sales  of  fresh  fruits  and  vegetables  and  grocery  items  also 
registered  Increases  in  the  month  Immediately  following  the  promotion  of 
12S  percent  and  44  percent,  respectively. 

**  To  increase  consumer  awareness  of  premium  quality  U.S.  Concord  Crape 

products,  the  National  Crape  Cooperative  Association  conducted  a  sampling 
program  in  Taiwan.   This  HPP-supported  activity  helped  boose  1991  sales  of 
grape  Juice  to  Che  Taiwanese  distributors  by  42  percent  compared  to  1990. 

3.  Korea .   Korea  is  consistently  among  the  top  10  export  markets  for  U.S. 
agricultural  products.   While  total  U.S.  sales  were  down  in  1991,  exports  of  high 
value  products  were  up  42  percent,  compared  to  1990.  The  market  for  high  value, 
processed  agricultural  products  in  Korea  is  growing  dramatically.   The  outlook  for 
sustained  growth  in  this  market  is  encouraging  as  a  result  of  extensive  advertising 
MnA   sales  promotion  program  to  regain  its  US   and  other  nations'  efforts  ainec  ■: 
convincing  Korea  to  liberalize  its  import  policies  and  increasing  consumer  detrand 
Although  certain  barriers  still  exist,  rapid  income  growth,  an  improving 
distribution  infrastructure,  and  a  large,  young  population  are  exp^^ted  :o 
contribute  to  a  growing  Korean  market  for  IS  agricultural  products 
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Examples  of  success  in  this  market  include: 

**  To  Increase  wheat  consunption  in  the  Korean  market,  the  U.S.  Wheat 

Associates,  in  conjunction  with  a  leading  Korean  confectionery  company, 
developed  a  new  food  item  made  from  wheat.   Sales  of  this  new  puffed  whole 
wheat  product  increased  31  percent  over  1990  and  are  expected  to  soar  50 
percent  in  1992.   This  will  result  in  an  additional  7.500  tons  of  U.S. 
wheat  product  exports  for  Korea  in  1992. 

**   The  lifting  of  Korean  trade  restrictions  on  dry  pea  imports  prompted  the 

USA  Dry  Pea  and  Lentil  Council  (USADPLC),  a  Cooperator  program  participant. 
to  begin  active  promotion  in  this  market.   To  enhance  consumer  recognition 
of  U.S.  dry  peas  and  lencils.  the  USADPLC  attended  the  American  Food  Fair 
in  Seoul  where  they  displayed  samples  and  distributed  literature  to  the 
Korean  trade.   Activities  such  as  these  contributed  to  an  eight- fold 
increase  in  U.S.  dry  pea  exports  to  Korea  between  September  1991  and  May 
1992. 

**  With  help  of  KPP/Export  Incentive  Program  funds,  a  U.S.  firm  increased 
brand  awareness  of  its  canned  sweet  com  in  Korea.   Through  product 
demonstrations  and  an  extensive  mail  campaign  which  emphasized  quality  and 
a  premium  product,  the  firm  tripled  its  sales  of  com  to  more  than  1500 
cases  per  month. 

4.   Mexico.   During  the  past  six  years,  Mexico  emerged  as  one  of  the  most 
promising  growth  markets  for  U.S.  agricultural  exports.   A  more  liberal  Import 
trading  policy  coupled  with  Mexico's  entry  into  the  General  Agreement  on  Tariffs 
and  Trade  (GATT)  and  participation  in  the  North  American  Free  Trade  Agreement 
translates  into  Immediate  opportunities  for  U.S.  exports.   U.S.  agricultural 
exports  are  projected  to  increase  to  a  record  $3.7  billion  in  1992,  up  20  percent 
from  1991  levels.   The  best  potential  market  sectors  in  Mexico  are  the  retail 
markfits  for  processed  foods  followed  by  hotel,  restaurant,  and  institutional 
markets  catering  to  the  tourist  and  resort  trades.   U.S.  exports  of 
consumer-oriented,  high-value  products,  such  as  red  meats,  fresh  and  processed 
fruits  and  vegetables,  poultry  meat,  dairy  products,  and  snack  foods,  are  expected 
to  quadruple  in  1992,  compared  to  average  export  levels  in  1990/1991. 

**   In  1990,  the  Southern  Forest  Products  Association  used  TEA  resources  to 
identify  niche  markets  in  Mexico  and  began  a  campaign  promoting  U.S. 
products  through  technical  seminars,  publications,  and  trade  servicing. 
Just  one  year  after  the  promotions,  U.S.  exports  of  southern  pine  to  Mexico 
soared  to  a  value  of  $5.2  million  compared  to  $1.3  million  in  1990.   With 
the  assistance  of  MPP  funds,  exports  are  expected  to  reach  $15  million  by 
the  end  of  1992. 

♦♦  To  address  issues  pertaining  to  the  quality  and  wholesomeness  of  U.S. 
poultry  products,  the  USA  Poultry  and  Egg  Export  Council,  a  Cooperator 
program  participant,  sponsored  a  trade  seminar  in  Mexico.   Follow-up 
interviews  with  the  attendees  indicated  that  the  Mexican  trade  achieved  a 
better  understanding  of  the  quality  and  safety  of  U.S.  products.   During 
the  first  half  of  1992,  the  volume  of  U.S.  poultry  exports  to  Mexico 
increased  by  29.5  percent  over  the  same  period  a  year  ago  to  total  60.8 
thousand  tons . 

**   In  response  to  the  recent  elimination  of  oilseed  duties  and  import 

licensing  requirements  in  Mexico,  the  National  Peanut  Council  organized  an 
introductory  trade  seminar  to  present  information  about  the  U.S.  peanut 
industry  and  peanut  quality-control  issues.   The  market  development  efforts 
undertaken  by  this  Cooperator  have  contributed  to  significant  increases  in 
peanut  exports  to  Mexico,  to  10.2''5  metric  tons  in  1991  from  ^.1T3  metric 
tons  in  1989. 

♦*   Since  the  Oregon-Uashington-Cal ifornia  Pear  Bureau  (Bureau)  began  its 
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proDocional  campaign  in  Mexico  in  1990,  sales  of  U.S.  pears  have  increased 
each  season.   To  gain  trade  and  consumer  awareness,  the  Bureau  used  TEA/MPP 
funds  to  develop  educational  material  and  conduct  in-store  sampling 
programs.   These  activities  have  led  to  sales  increases  of  255  percent,  or 
an  equivalent  27  to  1  return  on  investment. 

5.  Former  Soviet  Union  (FSU) .   The  market  situation  in  the  FSU  can  be 
characterized  as  fluid  and  dynamic.  Each  FSU  country  is  developing  its  ovti 
agricultural  and  trade  policies.   Production,  supply,  and  distribution  of 
agricultural  products  throughout  the  marketing  chain  will  be  affected  bv  the 
adjustment  of  product  prices  to  real  costs  of  production.   Opportunities  for  U.S. 
high-value  food  products  are  inhibited  by  consumer  lack  of  awareness  of  U.S.  goods 
and  low  purchasing  power  for  imported  foods.   However,  Westernized  and  affordable 
alternative  foods,  based  upon  the  traditional  Russian  tastes  and  preferences,  could 
offer  significant  potential  for  U.S.  suppliers.   Competition  is  high  from  foreign 
joint-venture  stores  backed  by  European  and  Asian  food  products  exporters. 

**  In  1991,  the  U.S.A.  Rice  Council  (USARC) ,  an  MP?  participant,  traveled  to 
the  former  Soviet  Union  to  assess  the  potential  for  U.S.  rice  sales  to  the 
newly  independent  republics.   Despite  certain  risks  and  a  lack  of  U.S.  rice 
exports  to  the  region  since  1982,  USARC  developed  activities  to  educate 
local  officials  about  the  benefits  and  advantages  of  U.S.  rice.   These 
efforts  laid  the  groundwork  for  the  first  commercial  sales  in  more  than  a 
decade,  totaling  40,000  tons  to  the  republics  of  Russia  and  Uzbekistan. 

**  To  capitalize  on  the  great  potential  for  exporting  U.S.  sunflower  oil  to 
the  FSU,  the  National  Sunflower  Association,  a  Cooperator  program 
participant,  sponsored  a  team  of  officials  to  the  U.S.  to  learn  about  the  h 
of  U.S.  sunflower  oil  registered  55,000  tons,  the  first  purchase  since 
1982. 

6.  Germany.   The  size  of  Germany's  domestic  market  grew  by  more  than  25 
percent  to  about  80  million  people  as  a  result  of  reunification  in  1990.   The 
united  Germany  is  one  of  the  world's  most  important  trading  powers.   Most  of  the 
growth  in  Germany's  agricultural  imports  in  recent  years  has  been  accounted  for  by 
high  value  products.   Although  other  EC  member  countries  account  for  approximately 
two- thirds  of  its  imports,  Germany  represents  a  major  market  for  U.S.  tree  nuts, 
cotton,  sunflowerseed  and  oil,  peanuts,  soybean  products,  and  fruits  and 
vegetables.   East  Germany  had  traditionally  been  an  importer  of  U.S.  bulk 
commodities.   Imports  of  high  value  products  were  severely  restricted.   The 
reunification  of  Germany  and  projected  economic  stabilization  and  growth  in  eastern 
Germany  is  expected  to  lead  to  new  opportunities  for  U.S.  exporters  of  high  value 
products . 

**  Point-of-sale  promotions  introduced  by  the  California  Table  Grape 

Commission  (CTGC),  an  M?P  participant,  in  a  major  German  retail  supermarket 
chain  resulted  in  sales  of  14,400  cartons  of  California  table  grapes  over  a 
six  week  period  in  1991.   This  effort,  funded  by  the  MPP.  was  CTCC's  first 
promotion  program  in  Germany.   The  jump  in  sales  occurred  despite  intense 
competition  from  lower-priced  European  grapes. 

**  A  distillery  participating  in  the  Kentucky  Distillers  Association's  TEA/MPP 
programs  increased  sales  of  their  brand  of  bourbon  in  Germany  by  over  60 
percent,  or  $4.8  million,  in  1991,  compared  to  1990.   Through  the  use  of 
TEA/MPP  funds,  the  distillery  was  able  to  introduce  an  effective 
advertising  and  consumer  promotion  program. 

•*   The  Florida  Department  of  Citrus  used  in-score  promotions  to  double  exports 
of  Florida  grapefruit  to  Germany  for  thfr  1091-1Q9?  roarke:inf  v«-ar    TIk 
promotions  concentrated  on  point -of ■ Salt-  displavs  and  tas:* • : ei ; : nf 
activities  CO  compete  with  Israeli  graptiru::.  the  largtst  I  S   con'pe:::o: 
in  the  market,  which  enjoys  a  30  percent  price  discount  coiri.un  d  ;o 
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Florida  grapefruit. 

7.   United  Kingdom.   The  United  Kingdom  remains  in  its  longest  recession  since 
the  Second  World  War.   Unemployment  rose  2.3  percent  and  disposable  income  fell  by 
$2  billion  in  1991.   Even  during  the  current  recession,  the  demand  for  consumer 
ready  products  remains  strong.   Consumer -ready  product  imports  represented  Ul 
percent  of  the  $22  billion  in  agricultural  imports  for  1991.   Despite  domestic  and 
third-country  competition,  the  U.S.  has  improved  its  market  share  for  many 
consumer-ready  products.   U.S.  exports  of  apples,  breakfast  cereals,  pet  foods,  and 
bakery  products  increased  in  1991.   The  familiarity  and  popularity  of  new  and 
unique  U.S.  consumer- ready  foods  among  U.K.  consumers  is  increasing  as  a  result  of 
U.S.  participation  in  international  food  shows  held  in  the  U.K.  and  an  increase  in 
British  tourism  in  the  United  States. 

**     In-store  promotions  conducted  by  the  Alaska  Seafood  Marketing  Institute  and 
funded  in  part  with  MPP  resources  increased  sales  of  Alaskan  canned  red 
salmon  to  57,000  cases  in  1991,  up  from  3^.700  cases  in  1990. 

**  After  three  years  of  trade  servicing  by  the  U.S.  softwood  lumber  producers, 
the  U.K.  government  has  agreed  to  accept  standard  American  lumber  sizes  for 
use  in  roofing  systems.   As  a  result,  projected  U.S.  lumber  exports  to  the 
U.K.  for  truss  frames  will  increase  $2.5  to  $5  million  in  1992.   U.S. 
softwood  lumber  exports  could  increase  to  $75  million  if  a  30  percent  share 
of  the  U.K.  truss  market  is  attained. 

**  In  1991,  the  National  Peanut  Council  entered  the  U.K.  market  for  the  first 
time  to  promote  in-shell  peanuts.   Funded  in  part  with  MPP  resources,  the 
Peanut  Council  worked  with  the  leading  U.K.  in-shell  peanut  company  to 
increase  consumer  and  trade  awareness  of  in-shell  peanuts  through 
U.S. -identified  brand  promotions.   Although  total  in-shell  import  volume 
declined  during  1991  because  of  a  severe  economic  recession  in  the  U.K. , 
U.S.  market  share  rose  to  19  percent  in  1991  compared  to  16  percent  in 
1990. 

**   In  marketing  year  1991/92,  activities  conducted  by  Ocean  Spray  Cranberries 
Inc.,  an  MPP/Export  Incentive  Program  participant,  increased  consumer  sales 
and  improved  distribution  of  Ocean  Spray  Cranberry  juice  in  the  U.K. 
market.   Sales  volume  of  Ocean  Spray  Cranberry  juice  grew  to'  1.88  million 
liters  in  1992,  up  from  1.25  million  liters  in  1990,  an  increase  in  sales 
of  50  percent. 

FOREIGN  AGRICULTURAL  AFFAIRS 
(Agricultural  Attaches) 

FAS  Agricultural  Counselors,  Attaches  and  Officers,  assigned  to  75  U.S.  Embassies, 
Consulates,  and  ATOS  covering  over  133  countries  and  territories,  represent  and 
promote  the  agricultural  interests  of  the  United  States  in  these  countries.   They 
support  and  strengthen  the  agricultural  sector  of  the  American  economy  by  assisting 
the  expansion  of  commercial  markets  for  United  States  agricultural  products, 
providing  information  on  a  scheduled  and  alert  basis  that  prepares  U.S.  agriculture 
for  changes  in  world  supply  and  demand  conditions,  and  safeguards  American  farmers 
against  unfair  and  injurious  barriers  and  competition.   Examples  of  recent  progress 
Include: 

1 .   Great  American  Food  Show  Spurs  Continued  Growth  in  Japanese  Imports .  The 
largest  food  show  ever  conducted  by  FAS  was  also  one  of  the  most  successful. 
Conducted  by  the  Agricultural  Trade  Office  in  Tokyo,  the  1992  Great  American  Food 
Show  was  the  first  solo  U.S.  show  in  Japan  since  1988.   The  show  received  rave 
reviews  from  Japanese  trade  visitors,  who  numbered  in  excess  of  12.000.  and 
American  exhibitors.   Exhibitors  reported  over  19.000  trade  inquiries  durin[  iht 
show,  including  2.100  that  were  deemed  likely  to  result  in  sales   Twtlvt- -mon:h 
sales  growth  due  to  participation  in  the  show  was  estimated  bv  exhibitors  to  bt- 
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over  $63  Billion. 

2.  Trade  Show.  Sales  Trip  Lead  to  Increased  Agricultural  Sales  in  the  Persian 
Gulf.   The  Agricultural  Trade  Office  in  Manama  sponsored  a  pavilion  for  U.S. 
representatives  of  37  firms  and  organizations  at  the  Middle  East  Food  and  Equipment 
Exhibition,  also  called  MEFEX  '92.   U.S.  exports  were  reported  by  exhibitors  to  be 
S25.7  million.   Following  the  exhibition,  the  ATO  organized  a  sales  teams  to  Dubai 
and  Kuwait.   This  maximized  the  exposure  and  sales  potential  at  a  mininiuni  cose  for 
L'.S.  food  exporters  who  attended  MEFEX.   This  U.S.  food  sales  team  reported  actual 
and  expected  sales  of  $12  million.   The  USC's  investment  in  the  team  was  limited  to 
approximately  $9,000. 

3.  U.S.  Forest  Products  Break  Into  Persian  Gulf  Market.   To  encourage  sales  of 
U.S.  forestry  products  exports  in  the  region,  the  Agricultural  Trade  Office  in 
Manama  initiated  a  forestry  products  stand  at  the  "Rebuild  Kuwait  91"  Exhibition 
held  in  Bahrain  in  November  1991.   As  a  result,  the  first-ever  U.S.  forest  products 
sales  group  visited  the  Persian  Gulf  area.   Eight  U.S.  exhibitors  participated  in 
the  ATO  stand,  representing  hardwood,  softwood  and  plywood  manufacturers  from  all 
over  the  United  States.   Following  the  Exhibition  the  ATO  organized  and  led  a  sales 
team  of  the  exhibitors  to  Kuwait  and  the  United  Arab  Emirates.   The  participants 
reported  on-site  and  projected  sales  of  $1.8  million  within  the  following  12 
months . 

4.  U.S.  Cottonseed  Oil  Market  Recaptured.   A  first  ever  Cottonseed  Oil 
Assistance  Program  (COAP)  initiative  for  El  Salvador  recaptured  lost  U.S.  market 
share  in  this  important  cottonseed  oil  market.   Two  initiatives  of  20,000  tons  each 
generated  U.S.  exports  of  $15  million  during  fiscal  year  1992.   This  initiative  was 
based  on  market  analysis  done  by  the  Office  of  Agricultural  Affairs  in  Guatemala 
City  and  is  representative  of  the  effective  utilization  of  USDA  export  programs  to 
combat  third  country  competition. 

5.  Chicken  Import  Ouota  Eliminated.   The  Office  of  Agricultural  Affairs  in 
Guatemala  City  was  instrumental  in  influencing  the  Government  of  Guatemala  to 
rescind  a  prohibition  of  chicken  imports  within  one  week  of  its  announcement.   The 
Office  worked  closely  with  the  Guatemalan  Chamber  of  Commerce  and  other  groups  and 
quickly  responded  to  rapidly  changing  developments.   This  impressive  change  helped 
protect  a  growing  market  for  U.S.  chicken  meat  conservatively  valued  at  $11  million 
annually. 

6.  P.L.  ABO  Opens  Multimillion  Dollar  Market  in  Zimbabwe.   The  Agricultural 
Attache  in  Pretoria  and  U.S.  Embassy  Harare  negotiated  the  first  P.L.  480,  Title  I 
agreement  with  the  Government  of  Zimbabwe  (GOZ) ,  which  has  resulted  in  contracts 
for  221,000  tons  of  corn,  10,000  tons  of  vegetable  oil  and  73,000  tons  of  wheat. 
In  addition  the  GOZ  has  signed  contracts  to  purchase  $20  million  worth  of  corn 
under  a  GSM-102  agreement.  These  commodities  will  be  imported  from  July  1992 
through  December  1992. 

7.  Trade  Agreements  Cause  Korean  Import  Market  to  Surge.   The  Office  of 
Agricultural  Affairs  in  Seoul  continues  to  support  the  ongoing  negotiation  of  the 
second  part  of  the  U.S. -Korea  Beef  Agreement.   The  initial  agreement  resulted  in 
$455  million  of  beef  imports  in  1991,  which  is  expected  to  exceed  $550  million  in 
1992  and  continue  growing  for  several  years.   Other  previously  negotiated  trade 
concessions  resulted  in  an  estimated  additional  $30  million  of  agricultural  sales 
to  Korea  in  1991.   The  Office  continues  to  track  implementation  of  these  agreements 
and  Inform  U.S.  suppliers  of  new  trade  opportunities  resulting  from  them. 

8.  FAS  Beiiinr  Initiatives  Help  Sell  V  S   Sovbeans .   A  major  share  of  the 
credit  for  recent  PRC  purchases  of  over  100.000  tons  of  I' . S   sovbeans  is 
attributable  to  the  Office  of  Agricultural  Affairs  in  Beijing   btfinninf  ir  earlv 
l**";.  as  PRC  domestic  soybean  prices  began  to  rise,  the  Agr  jcul  tura".  Counselor 
organized  a  series  of  meetings  with  key  high  level  Chinese  iradt  anc  povernmeni 
authorities  to  discuss  the  economic  and  political  advantafps  of  purchasing  I  S 
sovbeans    The  subsequent  purchases  of  L'.S   sovbeans  bv  China   th<  !:rs:  :r  over 
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five  years,  added  Billions  of  dollars  pf  Income  to  American  soybean  producers  and 
traders  despite  strong  price  competition  from  Argentina. 

9-   Thailand  Buys  U.S.  Beef  Cattle  and  Genetics.   Efforts  by  a  FAS  Market 
Development  Cooperator  and  the  Office  of  Agricultural  Affairs  in  Bangkok  to  promote 
U.S.  beef  cattle  In  Thailand  have  resulted  In  the  Royal  Thai  Government  (RTG) 
allocating  about  $2.5  million  to  purchase  823  head  of  Purebred  American  Brahman 
female  cattle.   In  the  private  sector,  between  3S0  and  AOO  head  of  American  Brahman 
cattle  have  been  imported  during  the  first  9  months  of  this  year.   The  RTG  plans  to 
purchase  an  additional  SOO- 1,000  head  of  American  Brahman  cattle  in  199A.   In 
addition,  the  Office's  efforts  to  promote  beef  and  dairy  genetics  in  Thailand  have 
resulted  in  the  RTG  allocating  about  $170,000  to  purchase  U.S.  dairy  semen. 

10.  Up-To-The-Mlnute  Information  Helps  U.S.  Agriculture  Compete.   The 
commodity  intelligence  that  the  Office  of  Agricultural  Affairs  in  The  Hague 
provides  on  the  commodity  markets  of  the  European  Community  and  the  rest  of  the 
world  are  vital  to  the  efficient  operation  of  the  Export  Enhancement  Program  (EEP) 
and  serve  as  the  foundation  for  the  pricing  determination  for  U.S.  grains  and 
oilseeds.   FAS  staff  in  The  Hague  report  dally  on  wheat,  barley  and  oilseeds; 
weekly  on  dairy  and  rice;  and  monthly  on  oilseeds.   Because  of  this  timely  and 
substantive  reporting,  the  U.S.  Government  Is  able  to  compete  with  the  EC  at  world 
market  prices.   The  accuracy  of  this  information  is  very  Important  for  limiting 
U.S.  program  costs  since  the  price  Information  received  must  not  overstate  the 
differences  between  EC,  U.S.  and  world  prices.   Examples  of  this  reporting  Include 
the  advance  warning  to  FAS/Uashington  end-users  of  the  French  COFACE  credits  for 
over  2  billion  francs,  special  EC  aid  to  Eastern  Europe,  Turkish  grains  activities, 
and  Saudi  barley  purchases  of  more  than  1  million  tons. 

11.  Wine  Sales  to  Denmark  Benefit  From  Strate^tic  Marketing  Efforts.   A 
multi-year  effort  by  the  Office  of  Agricultural  Affairs  in  Copenhagen  redirected 
U.S.  export  promotions  away  from  large,  single  annual  events  to  smaller,  more 
frequent  and  strategically  focused  promotion  activities  better  suited  to  the 
character  of  the  domestic  wine  market  and  the  variety  of  U.S.  wines  available  for 
sale,  leading  to  the  long-term  development  of  a  broader  market  share  for  U.S.  wines 
in  Denmark.   As  a  result,  sales  of  U.S.  wines  In  Denmark  hit  a  record  $4.1  million 
in  1991,  up  from  only  $620,000  in  1986  and  68  percent  greater  than  in  1989. 

12 .  Market  Promotion  Boosts  U.S.  Consumer -Oriented  Agricultural  Shipments  to 
Taiwan.   Marketing  efforts  by  the  Agricultural  Affairs  Section  of  the  American 
Institute  in  Taiwan  aimed  at  expanding  shipments  of  consumer-oriented  agricultural 
products  from  the  United  States  to  Taiwan  were  Implemented.   The  wide  array  of 
activities  to  boost  exports  of  these  products  Included  seminars  for  supermarket 
managers  and  hotel  food  and  beverage  managers,  individual  exporter- Importer 
Information  services,  and  a  bimonthly  trade  magazine  published  by  the  office. 
These  activities  and  cooperator  promotions  helped  boost  consumer -oriented  food 
Imports  from  the  United  States  by  A6  percent  (October-May  statistics)  above  the 
previous  year's  record  level  of  $270  million. 

13.  Grape  Market  Rescued.   The  Agricultural  Affairs  Section  of  the  American 
Institute  in  Taiwan  (AIT)  promptly  identified  and  analyzed  a  fraudulent  food  safety 
scare  about  pesticide  residue  levels  on  U.S.  grapes.   Through  quick  and  effective 
action  by  AIT  with  the  Taiwan  authorities,  the  media,  and  the  California  Table 
Grape  Commission,  canceled  orders  were  reinstated  within  a  ten-day  period.   This 
averted  a  disaster  and  maintained  the  Important  position  for  U.S.  grape  sales  to 
Taiwan  at  $11.5  million  in  1991. 

14.  U.S.  Tobacco  Market  Maintained.   Efforts  by  the  Office  of  Agricultural 
Affairs  in  Kuala  Lumpur  were  successful  In  combating  an  import  quota  placed  on 
flue-cured  tobacco.   In  December  1991,  the  Government  of  Malaysia  (COM)  implemented 
a  preliminary  Import  quota  of  l.S  million  kilograms  for  flue-cured  tobacco  as  a 
concession  to  domestic  tobacco  producers.   Due  to  the  strong  challenge  raised  by 
the  Office  of  Agricultural  Affairs  and  the  Embassy,  the  GOH  raised  the  import  quota 
to  2.5  million  kilograms.   Since  Imports  from  the  United  States  alone  totaled  2.7 
million  kilograms  worth  nearly  $30  million  In  1991.  this  Office's  efforts  prevented 
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a  substancial  loss  of  tobacco  sales  to  this  market.   Further  strategies  and  efforts 
to  remove  the  quota  entirely  are  currently  under  consideration. 

15.  U.S.  Dairy  Products  Re-enter  Egypt.   While  Egypt  has  imported  significant 
quantities  of  dairy  products  for  many  years,  the  United  States  had  not  exported 
commercially  to  this  market  in  the  recent  past.   Nevertheless,  the  Office  of 
Agricultural  Affairs  in  Cairo  worked  diligently  to  inform  importers  of  the  Dairy 
Export  Incentive  Program  (DEIP) .   In  June  1992.  the  first  Egyptian  importer  bought 
non-fat  dry  milk.   Since  that  time,  1,^94  tons  of  non-fat  dry  milk,  300  tons  of 
Cheddar  cheese  and  400  tons  of  butteroil  have  been  purchased  by  Egyptian  companies 
from  U.S.  exporters. 

16.  U.S.  Boxed  Beef  to  Mexico  Safeguarded.   Due  to  mounting  pressure  in  the 
Mexican  border  state  of  Nuevo  Leon  to  restrict  meat  imports,  state  officials 
introduced  new  meat  grading  requirements  which  had  the  effect  of  making  U.S.  boxed 
beef  exports  to  Mexico  unprofitable.   The  vast  majority  of  imported  U.S.  boxed  beef 
enters  Mexico  through  Nuevo  Leon,  and  accordingly  the  directive  affected  virtually 
all  U.S.  shipments.   The  Office  of  Agricultural  Affairs  in  Mexico  City  and  the  U.S. 
Consulate  in  Monterrey,  in  collaboration  with  the  private  trade,  approached  the 
Governor  of  Nuevo  Leon  to  convince  him  to  rescind  the  regulation.   As  a  result  of 
this  intensive  effort,  state  officials  changed  their  meat  inspection  and  grading 
system  to  avoid  discrimination  against  imported  U.S.  boxed  beef. 

17.  U.S.  Apples  Find  Healthy  Market  in  Mexico.   Upon  removing  import  licensing 
requirements  for  apples  in  June  1991,  Mexico  implemented  strict  phytosanitary 
border  measures.   The  Office  of  Agricultural  Affairs  in  Mexico  City  worked 
intensively  with  the  private  U.S.  apple  industry  and  the  Animal  and  Plant  Health 
Inspection  Service  (APHIS)  to  provide  technical  information  and  to  arrange  special 
trips  for  Mexican  plant  health  authorities  to  the  apple  growing  areas  of  the 
Northwest  United  States  in  order  to  demonstrate  that  Mexico  could  accept  apples 
from  the  area  with  no  measurable  phytosanitary  risks.   Mexico  subsequently 
implemented  regulations  covering  field  inspections  and  cold  storage  requirements 
for  U.S.  apple  exports.   Since  that  time,  apple  producing  regions  in  the  states  of 
Oregon,  Washington  and  Idaho  have  been  approved  for  export  by  the  Government  of 
Mexico.   Mexican  apple  imports  from  the  United  States  have  subsequently  grown  from 
only  12,000  metric  tons  In  1990/91  to  almost  70,000  metric  tons  in  1991/92. 

FOREIGN  MARKET  INFORMATION  AND  ACCESS 

Commodity  and  Marketing  Programs: 

FAS  is  responsible  for  providing  data  relating  to  supply,  distribution,  and  foreign 
demand  of  agricultural  commodities.   Data  are  collected  from  field  reports 
furnished  by  the  Agricultural  Counselors,  Attaches  and  ATOs ,  special  field  studies 
conducted  by  Washington  analysts  and  various  other  public  sources.   Advanced 
economic  analyses  are  conducted  to  examine  the  data  and  produce  short  term 
commodity  forecasts,  commodity  status  summaries  and  market  potential  guidance  on  a 
country  and  area  basis.   Price,  supply  and  demand  fluctuations  and  their  possible 
impact  upon  American  exports  and  market  development  activities  are  a  particular 
focus  of  the  commodity  and  marketing  programs  area.   Reports  and  analyses  are 
distributed  to  the  U.S.  agricultural  community  through  various  channels,  including 
categories  of  FAS  publications,  FAS  participation  in  trade  conferences  and  U.S. 
trade  organizations.   A  program  of  import  controls  is  administered  on  selected 
foreign  agricultural  products  imported  into  the  United  States. 

1.   FAS  Strengthens  Former  Soviet  Union  Databases    Anticipating  the  US 
industry's  need  for  concise  and  timely  foreign  oarke:  intel 1  if ence .  as  well  as 
agency  programming  opportunities  in  the  wakt-  of  the  rapidlv  changing  political  and 
economic  situation  in  Eastern  Europe  and  the  former  Soviet  Union.  TaS  analvsts 
undertook  to  expand  and  improve  analysis  of  the  supplv  and  demand  situation  for 
this  region   This  has  led  to  improved  production   supplv  and  deir.ane  data  for  trie 
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Baltics  and  the  12  Independent  republics  of  the  former  Soviet  Union.   Without 
primary  sources  of  information,  FAS  analysts  relied  on  population  data,  per  capita 
consumption  data,  livestock  numbers,  feed  ratios  etc.,  to  derive  individual  country 
data.   This  newly  developed  information  was  critical  in  responding  to  a  growing 
number  of  inquiries  from  the  trade  as  well  as  other  government  agencies. 

2 .  Analysis  of  EEP  Effectiveness  in  Meeting  EC  Subsidized  Competicion 
Continued  and  extensive  review  of  the  effectiveness  of  the  ongoing  EEP  to  insure 
its  maximuni  impact  in  targeting  subsidized  competition  led  to  a   decision  to 
evaluate  new  approaches  for  the  program.   Analysis  of  the  country-bv-country 
initiative  approach  in  previous  years  led  to  the  conclusion  that  more  timely 
announcements  of  USDA's  programming  intentions  for  EEP  would  better  address 
subsidized  exports.   Analysis  and  marketing  staffs  combined  their  expertise  to 
conceptualize,  develop,  and  defend  a  new  "package"  approach  for  1992/93 
initiatives.   This  major  change  in  the  EEP  initiative  process  moved  from  the 
concept  phase  to  the  announcement  of  annual  EEP  packages  supporting  1992  U.S.  crop 
exports . 

3.  Analysis  of  Barter  Opportunities  for  U.S.  Exports.   The  rapid  evolution  of 
new  marketing  systems  and  challenges  in  the  former  Soviet  Union  and  Eastern  Europe 
required  analysts  to  evaluate  new  techniques  for  insuring  that  U.S.  exports  would 
be  competitive  in  these  Import  market  regions.   On  recognizing  that  cash-strapped 
republics  of  the  former  Soviet  Union  and  countries  in  Eastern  Europe  were 
conducting  an  increasing  amount  of  trade  through  barter  and  other  arrangements,  and 
that  the  EC  was  benefiting  from  the  bulk  of  this  business,  FAS  commodity  analysts 
developed  the  analyses  necessary  to  support  and  defend  a  significant  modification 
to  the  Export  Enhancement  Program.   This  change  permits  U.S.  exporters  greater 
access  to  barter  trade  with  the  FSU  by  allowing  entities  outside  of  the  FSU  to 
purchase  U.S.  commodities  for  export  to  the  FSU.   U.S.  exporters  have  indicated 
that  this  modification  is  one  of  the  more  significant  and  positive  changes  to  the 
EEP  in  recent  years.   To  date,  over  150,000  MT  of  grain  have  been  exported  as  a 
result  of  this  initiative.   The  program  change  was  initially  targeted  to  assist 
wheat  exports  but  has  been  expanded  to  include  barley,  rice,  wheat  flour,  vegetable 
oil,  and  pork.   It  was  similarly  extended  to  DEIP  and  SOAP/COAP  sales. 

U .   Satellite  Remote  Sensing  Assesses  Drought  Damage  to  Australian  VJheat .   FAS 
played  a  key  role  in  assessing  the  effects  of  the  1992  drought  on  wheat  production 
in  the  New  South  Wales  and  Queensland  areas  of  Australia.   The  timely  analytical 
support  provided  by  the  remote  sensing  unit,  the  only  operational  program  of  its 
type  in  the  world,  was  based  on  satellite  imagery  analyses,  weather  data,  and 
computer  models.   This  year's  sharp  decline  in  wheat  production  estimates, 
following  early- season  bumper  forecasts,  reflected  the  driest  start  to  the  wheat 
season  in  eight  years.   In-depth  analyses  of  satellite  imagery  data  and  ancillary 
information  provided  early  detection  of  the  drought  and  helped  clarify  crop 
conditions  in  July  and  August.   Comprehensive  state-level  wheat  condition 
assessments  confirmed  by  subsequent  official  Australian  reports,  were  made  early  in 
the  growing  season  and  substantially  enhanced  USDA's  production  analyses. 

5.  SOAP/COAP  Fiscal  Year  1992  Package  Increases  US   Vegetable  Oil  Exports. 
FAS  oilseed  analysts  facilitated  the  development  of  a  comprehensive  SOAP/COAP 
program  for  fiscal  year  1992.   This  package  enabled  USDA  to  announce  programs  for 
various  countries  at  the  beginning  of  the  fiscal  year,  and  led  to  an  increase  in 
exports  under  these  programs  by  142  percent  over  fiscal  year  1991.   The  programs 
were  especially  helpful  to  the  U.S.  oilseed  industry  since  U.S.  sunf lowerseed  oil 
production  increased  by  60  percent  and  cottonseed  oil  production  increased  by  12 
percent  over  the  previous  year. 

6.  Spain  Opens  Market  for  US   Apples  and  Ppars    As  »   result  of  the 
coordinated  efforts  of  FAS  Washington-based  anilvsts.  the  Apr icul :urd;  Counselor  in 
Madrid.  APHIS,  and  the  Pacific  Northwest  appU  induscrv.  the  Govt  rn^i  n:  of  Spam 
officially  lifted  it*  ban  on  imports  of  t.S.  apples  effectivt  Januirv  ?- .  1«'<': 
Apples  from  the  states  of  Washington  and  Orefon.  which  me:  the  s; :r-la:f d 
phvtosaniiarv  conditions,  were  permitted  entrv  bifinnin[  ot.  :ho:  Co:<    Tor  :hi 
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period  February- July  1992,  U.S.  apple  exports  to  Spain  totaled  1,288  metric  tons, 
valued  at  $0.77  million. 

7.  U.S.  Producers  Protected  from  Subsidized  Cheese.   After  receiving  a 
complaint  from  U.S.  producers  about  price  undercutting  by  Swiss  exporters,  FAS 
initiated  an  investigation  in  May  1992.   Based  on  a  finding  which  confirmed  the 
allegation  of  U.S.  producers,  USDA  and  USTR  entered  into  negotiations  with  the 
Swiss  Governmenc .   In  June,  the  Swiss  agreec  to  eliminate  the  activities  which 
resulted  in  undercutting.   By  eliminating  the  price  undercutting.  I" . S .  producers 
benefited  from  an  estimated  $1  million  in  additional  sales  of  milk  used  to 
manufacture  Swiss  cheese  in  the  United  States  that  would  have  been  displaced  by 
imported  product. 

8.  Increased  Access  for  U.S.  High  Quality  Beef.   Six  years  after  the 
initiation  of  negotiations  with  Austria,  FAS  was  finally  successful  in  gaining  a  66 
percent  Increase  in  our  quota  for  high  quality  beef.   In  May  1992,  the  Austrian 
Government  began  Issuing  Import  licenses  under  the  new  AOO  metric  ton  quota.   The 
increase  in  the  quota  should  result  in  an  additional  $4-5  million  in  sales  to  that 
market. 

9.  Broadened  Analysis  of  Planting  Seed  Trade  Data  Supports  Market  Development. 
FAS  has  significantly  improved  support  for  planting  seed  market  development 
activities  through  expanded  trade  data  analysis.   The  expanded  analysis  allowed 
seed  cooperators  to  focus  their  activities  toward  countries/regions  of  greater 
potential  and  determine  countries/regions  where  more  in-  depth  market  research  was 
necessary.   Efforts  to  Increase  the  number  of  species  identified  separately  in  the 
U.S.  Tariff  Schedule  has  improved  trade  servicing  assistance  to  the  private  trade. 
Improved  analysis  of  the  planting  seed  import  situation  has  allowed  FAS  to  respond 
positively  to  seed  producers'  concerns  that  activities  were  being  adversely 
affected  by  seed  import  surges. 

10.  New  AfiExport  Guides  Provide  Information  on  Market  Opportunities  for  High 
Value  Products.   To  help  U.S.  exporters  of  high  value  products  compete  more 
effectively  in  overseas  markets,  FAS  introduced  a  new  series  of  reports  entitled, 
"AgExport  Guides."   The  series  provides  information  on  traditional  markets  such  as 
Japan,  Taiwan  and  Singapore,  as  well  as  new  market  opportunities  in  Mexico  and 
Eastern  Europe.   Some  reports  in  the  series  cover  opportunities  for  specific 
categories  of  high  value  products  such  as  mlcrowaveable  foods. 

11.  AgExport  Connections  Services  Put  U.S.  Exporters  in  Touch  with  Foreign 
Buyers.   FAS  posts  provided  over  3,000  Trade  Leads  for  U.S.  exporters,  with 
detailed  information  on  the  Import  needs  of  specific  foreign  buyers.   Over  2,500 
U.S.  products  were  promoted  to  12,000  key  importers  in  fifty  countries  through  the 
Buyer  Alert  Newsletter.   Over  $100  million  in  export  sales  are  being  generated 
through  these  two  services  annually. 

12.  Trade  Shows  Prove  Effective  Promoting  High  Value  Products.   Four  hundred 
and  forty- two  exporters  who  exhibited  U.S.  foods  and  beverages  at  FAS  trade  shows 
in  fiscal  year  1992  expected  their  annual  exports  to  increase  by  $1.82  million  as  a 
result  of  the  shows.   Exhibitors  reported  great  success  at  shows  in  Germany, 
Bahrain,  Spain,  Singapore  and  Japan  where  they  test  marketed  over  2,000  products 
and  made  almost  7,500  promising  trade  contacts.   U.S.  exhibitors  consummated  agent 
agreements  with  over  100  foreign  firms  at  the  shows,  and  some  65  percent  of  firms 
seeking  to  negotiate  export  sales  reported  they  achieved  this  objective. 
Additional  sales  are  expected  from  trade  shows  held  in  Seoul  and  Hong  Kong  in  late 
September. 

Trade  Policy  Activities: 

The  International  Trade  Policy  program  area  coordinates  the  Departirrn: ' s 
responsibilities  relating  to  the  conduct  and  implementation  of  jnttrna: lonal  trade 
agreement  programs  and  trade  negotiations,  with  a  specific  goal  of  expanding  I  S 
exports.   The  program  area  identifies  policies  and  programs  of  other  f  ov«  rnirir:  •, 
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which  discourage  the  export  of  U.S.  farm  products,  then  contributes  to  the 
development  and  implementation  of  Administration  policies  and  negotiations  to 
reduce  or  remove  these  barriers.   The  program  area  also  participates  in  the 
formulation  and  administration  of  U.S.  import  policies  to  ensure  chat  they  reflect 
adequately  the  interest  of  U.S.  fanners. 

1.  North  American  Free  Trade  Negotiations  Successfully  Concluded.   The  North 
American  Free  Trade  Agreement  (NAFTA)  negotiations  have  been  successfully 
concluded.   The  proposed  Agreement  would  result  in  the  elimination  of  all  tariff 
and  non-tariff  barriers  between  the  United  States  and  Mexico.   Including  trade 
which  already  enters  duty-free,  both  the  United  States  and  Mexico  would  have  more 
than  one -half  of  recent  agricultural  trade  value  exempt  from  tariffs  when  the 
Agreement  takes  effect.   All  non- tariff  barriers  affecting  U.S. -Mexico  trade  in 
agricultural  products,  including  Mexico's  restrictive  import  licensing  regime, 
would  be  eliminated  immediately  upon  enactment  of  the  NAFTA  and  converted  to 
ordinary  tariffs  or  tariff  equivalents  using  tariff  rate  quotas.   By  the  end  of  the 
proposed  15 -year  transition  period,  annual  U.S.  agricultural  exports  to  Mexico 
would  likely  be  $1.5  to  $2.0  billion  higher  than  without  NAFTA. 

2.  Uruguay  Round  Negotiations  Intensify  Around  Draft  Final  Act.   In  December 
1991,  GATT  Director  General  Arthur  Dunkel  tabled  a  "Draft  Final  Act  (DFA)"  covering 
all  areas  of  the  Uruguay  Round  negotiations  including  agriculture.   This  document 
remains  the  focus  of  the  current  negotiations  of  the  Round.   The  agriculture 
section's  provisions  strongly  reflect  U.S.  proposals  over  the  last  six  years  for 
meaningful  agricultural  reform.   The  DFA's  text  on  Agriculture  includes  specific 
disciplines,  as  advocated  by  the  United  States,  in  all  four  areas  of  the 
agricultural  negotiations:   market  access,  export  competition,  internal  support, 
and  sanitary  and  phytosanitary  measures.   The  DFA  agriculture  text  establishes  the 
basis  for  long-term  movement  toward  fairer  trade  for  agriculture  and  would  provide 
immediate  benefits  for  agricultural  exporters  and  increase  the  role  of  market 
forces  in  world  agricultural  trade. 

3 .  Japan: 

Wood  Products.   Significant  progress  has  been  made  in  the  technical 
negotiations  on  implementation  of  the  1990  Forest  Products  Agreement.   With  regard 
to  product  standards,  as  a  result  of  the  U.S.  trial  building,  Japan  has  increased 
acceptance  of  wood  as  a  safe  and  practical  building  material  in  multistory 
dwellings.   Japan  has  also  accepted  the  self -certification  concept  whereby 
designated  U.S.  entities  may  apply  the  JAS  Mark  (Japan  Agricultural  Standard)  to 
certain  wood  products.   Under  the  Structural  Impediments  Initiative  (SII),  Japan 
has  also  relaxed  regulation  of  discount  premium  offers  for  food  products,  allowing 
companies  to  distribute  discount  coupons  to  attract  business. 

Agricultural  Products  Agreement  (GATT-11).   A  new  Agricultural  Product 
Agreement  (formerly  referred  to  as  the  GATT- 11  Agreement)  with  Japan  was  signed  on 
September  18,  1992,  in  Washington.   The  new  accord  further  widens  U.S.  access  to 
the  Japanese  dairy  and  industrial -use  com  markets,  and  is  projected  to  lead  to 
increased  U.S.  exports  of  $75-95  million  over  three  years. 

Tariff  Reductions  on  Com  Grits  and  Potato  Flakes.   In  the  September.  1992 
Agricultural  Products  Agreement,  Japan  agreed  to  cut  tariff  rates  on  corn  grits  for 
the  manufacture  of  cornflakes  from  25  percent  to  16.2  percent  and  to  lower  duties 
on  potato  flakes  from  25  Co  20  percent. 

Rainier  Cheer ies  Accepted  by  Japan.   As  of  May  12.  1992,  Japan  will  now  accept 
Rainier  variety  cherries  for  import.   U.S.  bing  cherries  are  already  hugely 
popular,  and  the  Rainier  cultivar  was  highly  successful  in  the  Japanese  market  this 
season. 

Eliminates  Year-Round  Cherry  Import  Calendar.   Japan  eliminated  their  import 
calendar  for  cherries  and  now  will  accept  imports  year-round 
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Processed  or  *Buniped'  Rice.   'Bumped  rice"  is  the  intermediate  processed  rice 
used  for  manufacture  of  "rice  krispies"  type  breakfast  cereals.   Japan  designated 
the  customs  classification  for  bumped  rice  as  under  HS  1904.90  (other  cereals,  in 
grain  form,  precooked  or  otherwise).   The  classification  is,  however,  subject  to 
quota,  and  the  quota  level  was  set  at  zero.   After  many  representations  by  the 
United  States,  Japan  opened  a  new  2,000  MT  import  quota  for  bumped  rice. 

Pesticide  Standards.   Through  consultation  with  U.S.  exporters  and  Japanese 
officials  and  through  utilization  of  the  CATT  Standards  Code  review  and  comment 
process,  FAS  has  achieved  notable  success  in  the  past  year  working  with  the 
Japanese  in  their  effort  to  develop  new  pesticide  residue  standards  for  raw 
agricultural  commodities.   The  ability  to  exchange  information  has  enabled 
development  of  more  compatible  pesticide  tolerances  on  a  number  of  important 
pesticides- -which  will  have  a  positive  effect  on  U.S.  agricultural  exports  to 
Japan. 

Orange  Juice  Quotas.   Japan's  quotas  on  frozen  concentrated  orange  juice  were 
eliminated  on  April  1,  1992,  in  accordance  with  the  1988  Beef  and  Citrus  Agreement. 
Opportunities  for  sales  of  U.S.  single  strength  and  frozen  concentrated  orange 
juice  were  greatly  enhanced  by  the  agreement, 

4.  EC  Agrees  to  Lower  Tariff  on  Inedible  Tallow.   The  EC  provided  final 
approval  of  a  permanent  reduction  in  the  tariff  on  Inedible  tallow  to  2  percent. 
The  tariff  was  increased  from  2  percent  to  12  percent  on  this  product  as  a  result 
of  an  error  in  the  EC's  conversion  to  the  Harmonized  System  in  1988.   Approximately 
$50  million  worth  of  U.S.  inedible  tallow  was  exported  to  the  EC  annually  prior  to 
imposition  of  the  higher  tariff. 

5 .  U.S. -Israel  FTA  Talks  Yield  Concessions  In  Dried  Fruits  and  Nuts .   The 
United  States  was  able  to  gain  significant  concessions  from  Israel  as  compensation 
for  abrogation  of  its  raisin  and  prune  quotas.   Israel  agreed  to  a  Memorandum  of 
Understanding  that  confirms  a  500  ton  raisin  quota  and  a  600  ton  prune  quota  for 
1993  and  beyond.   Additionally,  tariffs  on  all  tree  nuts  (HS  08.02)  will  be  reduced 
from  22  percent  to  10  percent  on  January  1,  1993,  which  is  six  percent  lower  than 
the  duty  on  corresponding  products  from  the  EC.   Israel  also  agreed  not  to  offset 
the  increased  market  access  afforded  by  the  duty  reduction  by  increasing  non- tariff 
barriers.   Under  the  terms  of  the  FTA,  all  duties  between  the  two  countries  are 
scheduled  to  drop  to  zero  on  January  1,  1995. 

6.  Trade  Liberalization  in  Africa.    A  number  of  key  markets  in  Africa  made 
significant  progress  towards  trade  liberalization,  thereby  facilitating  and 
increasing  the  demand  for  U.S.  agricultural  products.   Egypt  liberalized  wheat, 
tobacco  and  meat  imports  by  increasing  the  role  of  the  private  sector  to  allow  for 
direct  importing  and  rescinded  the  suspension  on  the  importation  of  meat.   South 
Africa  has  greatly  reduced  the  power  of  its  parastatal  marketing  boards  that  once 
controlled  production,  importation  and  marketing  of  agricultural  products.   In  many 
cases,  the  power  of  these  marketing  boards  has  been  reduced  to  marketing  functions 
only  and  imports  are  not  restricted.   Reports  of  the  lifting  of  the  import  bans  in 
Nigeria,  which  cover  most  agricultural  imports,  would  open  up  what  was  once  one  of 
Che  United  States'  largest  agricultural  product  markets  in  Africa. 

7.  Taiwan's  Food  Management  Law.   Persistent  efforts  by  FAS  International 
Trade  Policy  Division  to  coordinate  U.S.  Government  and  industry  opposition  to 
trade  distorting  provisions  in  Taiwan's  Food  Management  Law  contributed  to  a 
decision  by  Taiwan's  legislature  against  its  implementation.   If  implemented,  the 
proposed  legislation  would  have  charged  variable  levies  or  surcharges  against 
imported  wheat,  soybeans  and  feedgrains.   Trade  in  these  items  were  valued  at  SI  1 
billion  in  calendar  year  1991. 

e    Nfw  Alffond  Tradf  Arreeirent  vitb  India    After  extensive  discussioi  arronf 
t.S   industry  representatives.  USDA.  and  USTR.  an  agreement  was  reached  bttwter.  lUt 
t  S   and  Indian  governments  which  establishes  a  new  arranf emen:  foverninf  tradt  ir. 
■tBonds   L-nder  the  new  agreement.  India  will  end  import  licensing  !or  ilronc?  aut 
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bind  Che  inporc  duties  in  the  GATT  at  Rupees  100  and  55  per  kilogram  for  kernels 
and  inshell  almonds,  respectively.   According  to  U.S.  industry  representatives, 
this  change  has  brought  on  a  surge  in  almond  import  activity  by  both  traditional 
and  new  importers  and  they  anticipate  that  the  positive  effect  of  the  elimination 
of  import  licensing  requirements  will  lead  to  much  expanded  opportunities  for  U.S. 
almond  trade  to  India. 

9.  Malaysian  Govcrnnient  Reduces  Dry  Cereals  Tariff.   Following  a  prolonged 
period  of  U.S.  Government  and  industry  representations,  import  duties  on  drv  cereal 
imports  into  Malaysia  were  reduced  from  30  to  5  percent  ad  valorem.   The  higher 
duty  was  implemented  in  1989  to  help  shield  a  local  joint  venture  operation  from 
import  competition.   Consequently,  a  U.S.  manufacturer,  which  pioneered  the 
breakfast  cereal  market  in  Malaysia,  saw  its  market  share  plummet.   With  the  lower 
tariff,  U.S.  exporters  will  now  be  able  to  compete  in  this  rapidly  growing  market, 
estimated  at  US$20  million  in  1991. 

10.  Malavsis  Lifts  TV  Ad  Ban  and  Gives  U.S.  Apples  and  Other  Produce  a  Clean 
Bill  of  Health.   Under  pressure  from  the  U.S.  Embassy,  FAS,  U.S.  State  Department 
and  industry  representatives,  the  Malaysian  Government  lifted  a  television  ad  ban 
on  Washington  State  apples,  California  grapes  and  U.S.  potatoes.   In  addition  Co 
lifting  the  ban  on  advertising,  Malaysia's  Minister  of  Health  issued  statements  in 
local  newspapers  confirming  that  Washington  State  apples  posed  no  health  risk. 

11.  President's  Economic  Iniclacives.   Following  che  meecing  between  President 
Bush  and  President  Noh  In  Seoul  in  January  1992,  committees  were  established  to 
review  four  areas  of  goverrunental  accivicies  in  order  Co  assise  che  expansion  of 
crade  and  investment  between  Korea  and  the  United  States.   The  Committees  covered 
Customs  and  Import  Clearance,  Standards,  Investment  and  Technology.   These 
Committees  were  to  review  current  procedures  and  practices  in  each  country  and 
provide  recommendations  on  ways  to  improve  these.   USDA  had  extensive  involvement 
for  the  first  two  Committees  and  gained  recognition  via  recommendations  by  the 
Committees  of  the  need  to  make  changes  Co  Korea's  policies  and  practices  affecting 
imports  of  agricultural  and  food  icems.  The  CommiCCees'  reports  were  submitted  to 
the  Presidents  for  their  release. 

12.  Frozen  Agricultural  Products  to  Korea.   Following  a  series  of 
consultations  and  follow-up  actions  with  Korean  quarantine  officials,  undertaken 
jointly  by  FAS  and  APHIS,  Korea  announced  in  January  1992,  that  Korea  would  accept 
frozen  plant  and  plant  products  from  the  United  States  without  an  accompanying 
phytosanitary  cercificace.   Up  to  chat  point,  the  Korean  requirement  had  restricted 
the  shipment  of  U.S.  frozen  fruit  and  vegetables  to  Korea  as  the  U.S.  has  not 
issued  phytosanitary  certificates  for  such  processed  products  for  a  number  of 
years . 

13.  Wheat  to  Chile.   FAS  played  a  key  role  in  the  recent  Chilean  Ministry  of 
Agriculture  announcement  lifting  of  the  prohibition  on  certain  weed  seeds  which  had 
halted  U.S.  wheat  shipments  since  April  1991.   FAS.  together  with  APHIS,  had 
challenged  the  biological  basis  of  this  requirement  and  through  a  series  of 
bilateral  discussions  and  follow-up  actions  were  able  to  satisfy  the  concerns  of 
Chilean  officials.   As  a  result,  the  weed  seed  restrictions  were  eliminated.  That 
announcement  means  there  are  no  longer  any  phytosanitary  regulations  blocking  U.S. 
wheat  exports  to  Chile. 

14 .  Weed  Seed  Requirements  for  Grain  Shipments  to  the  Former  Soviet  Union. 
FAS  was  instrumental  in  negotiating  a  weed  seed  agreement  with  the  FSU  that  has 
limited  the  number  of  quarantine  weed  seeds  and  has  resulted  in  a  reduction  of 
claims  for  such  weed  seeds  by  nearly  100  percent.   Previously  claims  were  assessed 
at  the  rate  of  $0.75  per  ton  on  100  percent  of  U.S.  grain  shipments.   In  addition. 
they  successfully  negotiated  a  further  reduction  in  the  list  of  prohibited  weed 
seeds  by  33  percent,  thus  reducing  the  risk  to  U.S.  suppliers 

15    Mexican  Quarantine /Qual  i  rv  Reouirement  ■;  for  Grains    FAS  succtssfu'.  Iv 
negotiated  the  removal  of  quarantine  and  quality  regulatory  barriers  to  I'  S  f.rains 
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to  Mexico  and  assisted  Mexican  authorities  in  re -drafting  the  requirements  that 
more  closely  reflect  international  norms.   Since  the  quality  and  quarantine 
requirements  were  re -drafted,  no  delays  have  occurred  regarding  U.S.  grain 
shipments  to  Mexico. 
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PASSENGER  MOTOR  VEHICLE 

The  1994  Budget  etclaaces  propose  Che  purchase  of  four  replmcenenc  passenger  nocor 
vehicles.   Passenger  aocor  vehicles  belonging  to  FAS  are  used  exclusively  by  the 
Agricultural  Officers  at  overseas  posts  in  an  official  capacity.   The  officer 
travels  extensively  throughout  the  countries  assigned,  gathering  agricultural  data. 
Embassy  motor  pool  vehicles  are  not  readily  available  for  field  use. 

Replacenicnt  of  Passenger  Motor  Vehicles.   Replacement  of  four  passenger  oocor 
vehicles  is  proposed.   All  vehicles  proposed  for  replacement  will  meet  replacement 
standards. 


Age  and  mileage  data  for  passenger  motor  vehicles  on  hand  as  of  September  30, 
are  as  follows: 


1992, 


Ace  Da 

Lifetime 

Age -Year 

Nuiri>er  of 

Percent 

Number  of    Percent 

Model 

V*hl9Uf 

of  T9t#l 

( thousands ) 

Vehicles     of  Total 

1987  or  elder 

11 

33.3 

80-100 

2         6.0 

1988 

12.1 

60-79 

3         9.1 

1989 

12.1 

40- S9 

3         9.1 

1990 

27.3 

20-39 

12        36.4 

1991 

9.3 

Under  20 

13         39.4 

1992 

-2 

^.1 

Total 

33       100.0 

Total 

33 

100.0 
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Available  Funds,  1993 
Budget  Estimate.  1994 
Increase  In  Available  Funds 


GENERAL  SALES  MANAGER 


$8,866,000 
9.240.000 
+  374J0OO 


Item  of  Change 
General  Sales  Manager 


SUMMARY  OF  INCREASES  AND  DECREASES 

(On  Dasis  ol  appropnaiion) 


1993 

Estimated 

S8,866.000 


Pa^i  Cost 
+  198.000 


Other 
Changes 


1994 
Esiimaied 

$9,064,000 


PROJECT  STATEMENT 

(On  basis  of  appropriation) 
(Dollars  In  Thousands) 


1992 

1993 

1994 

1 
1 

Project 

Estimated 

Estimated 

Increase 
or 

Estimated            ' 

Staff- 

Staff- 

Staff - 

Amount 

Years 

Amount 

Years 

Decrease 

Amount 

Years 

General  Sales  Manager: 

Transfer  from  CCC 

$5,098,000 

70 

$4,668,000 

70 

-$4,668,000 

-0- 

70 

Direct  Apprpriation 

-0- 

-0- 

+  4.772.000 

$4,772,000 

, 

Credit  Reform  Funds 

1 

from  Other  Accounts 

1 

CCC  Expon  Loans 

Program  Account 

2.731.000 

51 

2,731.000 

51 

+  61.000 

2.792,000 

51' 

P.L  480  Program 

Account 
Total.  OGSM 

1.242.000 

24 

1.467.000 

24 

+  33.000 

1,500.000 

24 

9.071.000 

145 

8.866.000 

145 

+  198.000     (1) 

9.064.000 

145, 
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EXPLAHATIOH  OF  PROGRAM 

GENERAL  SALES  MANAGER  -  Established  pursuant  to  Section  5(f)  of  the  Charter  Act  of 
the  Conrmodity  Credit  Corporation  and  15  n.S.C.  7i4-7l4p.   The  funds  allocated  are 
used  for  conducting  the  following  programs: 

(1)  CCC  Export  Credit  Guarantee  Program  (GSM- 102 ) ,  (2)  Intermediate  Credit 
Guarantee  Program  (GSM-103),  (3)  Export  Enhancement  Program,  (41  Market 
Promotion  Program,  (5)  Public  Law  480,  (6)  Section  416 (bl  Overseas 
Donations,  (7)  Food  for  Progress,  (8)  Dairy  Export  Incentive  Program,  (9) 
Sunf lowerseed  Oil  Assistance  Program,  (10)  Cottonseed  Oil  Assiscance 
Program,  and  (11)  programs  authorized  by  the  Commodity  Credit  Corporation 
Charter  Act  including  barter,  export  sales  of  CCC-otmed  commodities, 
e:q>ort  payments  and  other  programs  as  assigned  to  encourage  or  cause  the 
esqjort  of  O.S.  agricultural  caamodities. 


REVIEWS  COMMENCED  DORING  FY  1992 

GAP  Reviews 

Code         Assessment  of  O.S.  Guaranteed 
483616       Agricultural  Exports  to  the 
Soviet  Onion 


Review  of  program  administration 


Code 
472277 

Code 
150903 


Code 
280012 


O.S.  Economic  and  Military 
Assistance  to  Kenya 

Review  of  the  Effect  of  Including 
More  High  Value  Products  in  the 
Export  Promotion  Programs 

Foreign  and  Multinational  Firms 
Receiving  Federal  Funds  for 
Agricultural  Export  Promotion 
Programs 


Review  of  program  administration 


Review  of  program  administration 


Review  of  program  administration 


Code  Impact  of  PL  480  Title  I 

280007       Assistance  on  Agricultural 

Development  and  Agricultural 

Trade  Development 

Code         Review  of  Emergency  and  Private 
4  722  88       Voluntary  Organization  Food 

Programs  Onder  PL  480  Title  II 

Code         Review  of  Emergency  and  Private 
472289       Voluntary  Organization  Food 

Programs  Onder  PL  480  Title  III 

Code         Survey  of  Assistance  to  the 
472285       Republics  of  the  Commonwealth 
of  Independent  States  (CIS) 

Code         Review  of  the  Requests  for  O.S. 
483637        Food  Exports  to  the  Coosnonwealth 
of  Independent  States  (CIS) 

Code  Study  of  CCC's  Export  Loan 

260025       Guarantee  Programs 


Review  of  progr2un  effectiveness 


Review  of  program  effectiveness 


Review  of  program  ef f ecCivenesB 


Survey  of  program  administration 


Review  of  program  effectiveness 


Review  of  progran'  adn-.ir.iEtrat  ion 
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Code         Review  of  OSDA' ■  Rice  Program 
150036       Policies 

Code         1990  Fam  Bill  Requirements  on 
280036       USDA  Export  Programs 

07099- 30 -Hy   J.  Aron  i   Co.  Export  Operations 
Under  FAS  Programs 

50099- 77 -Hy   Foreign  Debt  Management 

03600- 11 -Fm  Audit  of  CCC  FY  92  Financial 
Statements 

07020-6-Hy    Survey  of  PL  480  Title  I 
Shipping  Agents 

REVIEWS  COMPLETED  PORING  FY  1992 

GAP  Reviews 


Code 
43541 

Code 
483565 


Code 
472215 

Code 
483580 


Code 
472239 


Review  of  Wood  Eiqjorts  Under  GSM 
102/103  and  PL  480  Programs 

LOAN  GUARANTEES:   Export  Credit 
Guarantee  Progrmns'  Long -Run 
Costs  are  High 

U.S.  Economic  Assistance  to 
Eastern  Europe 

Canada  emd  Australia  Rely 
Heavily  on  Wheat  Boards  to 
Market  Grain 

Eastern  Europe  Donor  Assistance 
Coordinat  ion 


Review  of  program  policies 

Review  of  program  administration 

Review  of  program  administration 

Review  of  program  administration 
Review  of  progr2un  administration 

Survey  of  program  administration 


Review  of  program  administration 


Review  of  program  administration 


Review  of  program  administration 


Review  of  international  response 
to  EEP 


Survey  of  prograun  administration 


Code 

344472 

Code 
150040 


Survey  of  Maritime  Assessments     Survey  of  program  administration 
Interim  Review  of  1995  Farm  Bill    Forward  planning 
JUSTIFICATION  OF  INCREASES  AND  DECREASES 


(1)   An  increase  of  S198.000  for  the  Office  of  the  General  Sales  Manager 
(S8. 866.000  available  in  fiscal  year  19931  consisting  of: 

(a)  An  increase  of  S198.000  which  reflects  the  annualization  of  the  fiscal 
years  1993  oav  raisg  and  anticipated  lump- sum  separation  pavmentB  for 
accrued  annual  leave. 

(b)  An  increase  of  S17.000  which  reflects  2.7  percent  increase  in 
pon- salary  costs. 

(c)  A  decrease  of  S17.000  for  administrative  efficiency. 

Need  for  Change.  To  implement  the  President's  Executive  Order,  to  reduce 
overhead-type  outlays  from  the  fiscal  year  1993  baseline.  b>-  3  percent  ir. 
fiscal  year  1994,  6  percent  in  fiscal  year  1995.  9  percent  in  fiscal  year 
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1996  and  14  percent  in  fiscal  year  1997,  budget  authority  in  1994  muBt  be 
reduced  by  $17,000. 

nature  of  Chance.   In  order  to  achieve  this  savings,  FAS  will  initiate 
action  to  reduce  spending,  both  domestically  and  overseas,  in  travel, 
training,  procurement  and  other  administrative  areas  where  the  agency  has 
the  discretion  to  reduce  spending  from  current  levels. 


General  Sales  Manager 

GEOGRAPHIC  BREAKDOWN  OF  0BUGAT10NS  AND  STAFF-YEARS 
1992  and  Estimated  1993  and  1994 


1992 

1993 

1994 

Amount 

Staff- 
Years 

Amount 

Staff- 
Years 

Amount 

Staff- 
Years 

District  of 
Columbia 

Total  Available 
or  Estimate 

9.071.000 

145 

8.866,000 

145 

9.064,000 

145 

9.071 .000 

145 

8.866.000 

145 

9.064.000 

145 
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COMMERCIAL  EXPORT  PROGRAMS 

STATUS  OF  PROGRAM 

Within  the  provisions  of  the  Commodity  Credit  Corporation  (CCC)  Charter  Act,  the 
General  Sales  Manager  has  authority  to  make  sales  for  export  from  CCC  stocks  and  to 
develop  and  administer  programs  supporting  agricultural  conmiodity  exports.   In 
addition,  the  Agricultural  Trade  Act  of  1978,  as  amended  by  the  Food.  Agriculture. 
Conservation,  and  Trade  Act  of  1990  (FACT  Act)  provides  further  authorities  for 
export  promotion  programs.   In  fiscal  year  1992,  the  Export  Credit  Guarantee 
Program  (GSM-102),  the  Intermediate  Term  Export  Credit  Guarantee  Program  (CS.M-103) 
and  the  Export  Enhancement  Program  (GSM- 500)  continued  as  the  primary  vehicles  for 
supporting  commercial  agricultural  exports.   Commercial  export  programs 
significantly  contributed  to  the  exportation  of  U.S.  agricultural  commodities  with 
an  estimated  export  sales  value  of  over  $8  billion,  a  new  historical  level  for 
these  programs. 

1.   CCC  Export  Credit  Guarantee  Programs  (GSM-102)  and  (GSM-103). 
The  GSM-102  program  helps  exporters  of  U.S.  agricultural  commodities  and  products 
by  facilitating  extension  of  private  commercial  credit  with  repayment  periods  of  up 
to  three  years.   By  providing  a  U.S.  Government  guarantee  on  substantially  all  of 
the  private  financing,  this  CCC  program  facilitates  the  extension  of  credit  by  U.S. 
lenders  (typically  commercial  banks)  which  is  used  by  overseas  customers  to  pay 
U.S.  exporters.   The  Agricultural  Trade  Act  of  1978,  as  amended,  provides  that  not 
less  then  $5.0  billion  in  GSM-102  guarantees  be  made  available  annually;  section 
1542  of  the  FACT   Act  further  provides  that  not  less  than  $1.0  billion  in  guarantees 
be  available  for  emerging  democracies  during  fiscal  years  1991  through  1995. 

In  fiscal  year  1992,  GSM-102  export  credit  guarantees  made  avilable  totaled 
$6.1  billion  and  registrations  reached  a  historic  high  of  $5.6  billion  for  35 
countries,  lA  of  which  were  new  to  the  program.   This  increased  activity  reflects 
primarily  the  changes  in  the  former  Soviet  Union,  Eastern  Europe  and  drought  in 
southern  Africa.   To  carry  out  this  historic  volume  of  activity,  4,000  contracts 
were  prepared  by  USDA  staff. 

The  GSM- 103  program  provides  guarantees  on  financing  of  more  than  3  and  up  to 
10  years,  and  is  designed  to  help  developing  nations  make  the  transition  from 
concessional  to  cash  sales.   During  fiscal  year  1992,  $229  million  of  GSM- 103 
credit  guarantees  were  made  available  and  sales  registrations  totaled  $88  million. 
Wheat,  feed  grains,  and  livestock  were  the  principal  commodity  groups  included  in 
the  program. 

Significant  accomplishments  were  recorded  in  key  regions  as  follows: 

--Former  Soviet  Union  -  During  fiscal  year  1992,  historic  changes  occurred  in 
the  Soviet  Union.   Prior  to  the  collapse  of  the  Soviet  Union,  $1.8  billion  in 
export  credit  guarantees  had  been  registered  for  nine  commodity  groups.   Then 
$644  Billion  were  registered  for  Russia  and  S109  million  for  the  Ukraine,  bringing 
total  registrations  for  this  region  to  $2.6  billion.   This  significant  support  was 
critical  in  permitting  U.S.  agriculture  to  participate  in  this  major  market. 

--Eastern  Europe  -  New  credit  guarantee  programs  were  initiated  for 
Czechoslovakia.  Hungary  and  Romania  in  fiscal  year  1992.   A  total  of  $80  million 
was  allocated  for  these  countries  and  sales  were  registered  totaling  $54  million 
for  oilseeds,  protein  meals,  cotton  and  rice. 

--Southern  Africa  -  USDA  developed  new  programs  under  CSM-102  for  Zimbabwe. 
South  Africa.  Namibia  and  Botswana.   The  allocations  totaled  $57  million  although 
onlv  S20  million  of  sales  of  feed  grains  were  r»-fistered.   Requests  for  thtst 
first-time  programs  were  due  to  the  drought  ii.  southern  Africa 

-•Latin  America  -  USDA  announced  fiscal  v.ar  1"»?  CSMIO?  profrans  for  10 
countries  in  the  Western  Hemisphere  valued  a:  ov.  r  SI  6  billion  w,t>.  rrf ;  «•:  r»:  :onv 
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totaling  $1.4  billion.   Mexico's  place  as  the  fourth  largest  importer  of  U.S. 
agricultural  products  has  in  part  been  due  to  the  availability  of  the  GSM- 102/103 
credit.   In  an  effort  to  continue  market  expansion  in  the  Caribbean,  a  new  program 
for  Grenada  was  announced  in  fiscal  year  1992. 

--Asia  and  the  Middle  East  -  In  this  major  market,  USDA  announced  GSM- 102 
programs  for  seven  countries  totaling  §915  million.   The  largest  program  was 
Korea's  $500  million  program.   In  support  of  country  privatization  efforts.  USDA 
announced  new  private  sector  programs  for  Egypt,  the  Philippines  and  Turkev. 

2.  Export  Enhancement  Program.   The  $968  million  in  bonuses  awarded  to 
exporters  to  expand  U.S.  exports  in  fiscal  year  1992  was  the  second  highest  amount 
on  record.   The  sales  value  of  all  bulk  and  value  added  commodities  exported  under 
this  program  in  fiscal  year  1992  totaled  an  estimated  $3.0  billion.   This  program 
supported  record  export  tonnages  of  vegetable  oil  (459,000  MT) ,  rice  (358,000  MT) 
and  eggs  (24  million  dozen).   Vlheat  (19.8  million  MT)  and  frozen  poultry  (26,000 
MT)  scored  their  second  highest  annual  tonnage  levels  since  the  program  was 
initiated  in  fiscal  year  1985.   In  managing  this  program,  over  1,000  applications 
for  export  bonuses  were  approved  by  USDA  staff. 

3.  Dairy  Export  Incentive  Program.   Dairy  Export  Incentive  Program  acceptances 
in  fiscal  year  1992  totaled  78,000  metric  tons  of  milk  powder,  butterfat,  and 
Cheddar,  Mozzarella,  Feta,  Gouda  and  Cream  cheeses,  up  more  than  47,000  metric  tons 
from  fiscal  year  1991.   The  value  of  bonuses  totaled  $76  million  and  the  estimated 
export  sales  value  of  these  commodities  totaled  over  $200  million.   Key  markets 
reached  by  this  program  in  fiscal  year  1992  were  Algeria,  Colombia,  Chile,  and 
Saudia  Arabia. 

4.  CCC  Direct  Sales  of  Dairy  Products.   Fiscal  year  1992  direct  export  sales 
volume  of  CCC-owned  dairy  products  totaled  83.000  metric  tons,  up  51,000  metric 
tons  from  fiscal  year  1991.   The  value  of  sales  totaled  $133  million.   Sales  volume 
was  enhanced  by  the  sale  of  34,000  metric  tons  of  butter  to  the  Republic  of  Russia, 
and  34.000  metric  tons  of  nonfat  dry  milk  powder  to  Mexico.   The  continued  success 
of  the  Dairy  Export  Incentive  Program  (DEIP)  considerably  reduced  outlets  for  CCC 
direct  sales.   Since  legislation  mandating  sales  was  enacted,  CCC  has  sold  for 
export  668,000  metric  tons  of  dairy  products  with  a  value  of  approximately  $693 
million. 

FOOD  AID  PROGRAMS 

(Public  Law  480,  Section  416(b)  and  Food  for  Progress) 

The  administration  of  United  States  food  aid  programs  is  shared  by  the  United 
States  Department  of  Agriculture  (USDA)  and  the  Agency  for  International 
Development  (A.I.D.).   These  programs  provide  assistance  to  needy  people  in  over  90 
countries  around  the  world.   Under  the  authority  of  the  P.L.  480  program,  the 
Section  416(b)  program  and  the  Food  for  Progress  program,  food  aid  totaling 
approximately  7.8  million  metric  tons  with  a  coonodity  value  of  $1.5  billion  was 
provided  in  fiscal  year  1992. 

1.   P.L.  480  Title  I.  Section  416(b)  and  Food  for  Progress.   These  USDA 
administered  programs  provided  food  aid  to  49  countries,  16  of  which  were  first 
time  participants  in  fiscal  year  1992.   The  value  of  cooanodities  provided  under 
the  Title  I  long-term  concessional  sales  program  totaled  $374  million.   The  value 
of  coDimodities  donated  under  the  Section  416(b)  program,  including  contributions  to 
the  World  Food  Program,  totaled  over  $300  million.   The  Food  for  Progress  program 
provided  commodities  with  a  value  of  $127  million  to  support  countries  that  have 
made  commitments  to  introduce  or  expand  free  enterprise  elements  in  their 
agricultural  sector   The  major  focus  of  USDA  administered  programs  ir.  fiscal  vear 
1902  was  as  follows: 

• -Africa  •  During  fiscal  year  1992.  USDA  programmed  3  ffillior.  me:r»f  tons  or 
about  uO   percen:  of  total  U.S.  food  aid  to  African  countries  to  hi  If  nu-t-;  urf i  r.: 
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human  needs.   In  response  to  drought  conditions  in  southern  Africa,  USDA  programmed 
approximately  $190  million.   This  included  $U0   million  for  sales  of  corn,  vegetable 
oil  and  wheat  to  Zimbabwe  under  P.L.  480,  Title  I,  while  under  Section  il6(b)  $7.8 
million  of  corn  was  donated  to  Zambia  and  $10.3  million  of  com  and  sorghum  was 
donated  to  Zimbabwe.   In  addition,  approximately  $60  million  of  Section  416(b) 
commodities  were  donated  to  southern  African  countries  through  the  World  Food 
Program,  the  principal  vehicle  for  multilateral  food  aid  within  the  United  Nations 
system, 

•-Former  Soviet  Union  •  USDA  signed  first-time  agreements  with  six  countries  of 
the  former  Soviet  Union  in  September  1992.   Three  of  the  agreements,  with  Belarus. 
Moldova  and  Tajikistan,  provided  $35  million  of  commodities  under  the  Title  I,  P.L. 
480  concessional  sales  program.   Sales  of  275,000  MT  of  wheat,  corn  and  protein 
meal  were  programmed.   In  addition,  three  Food  for  Progress  agreements  funded  under 
Title  I  were  signed  with  Armenia,  Georgia,  and  Kyrgyzstan  totaling  $32  million  for 
donations  of  wheat  and  wheat  flour. 

USDA  also  donated  over  $150  million  worth  of  humanitarian  food  aid  to  this  region 
through  selected  private  voluntary  organizations  and  government- to -government 
programs  under  the  Section  416(b)  program  and  the  Food  for  Progress  program.   The 
commodities,  included  nonfat  dried  milk,  butter,  butteroil,  vegetable  oil,  peas, 
beans,  wheat  flour,  and  infant  formula  and  were  delivered  to  destinations  including 
Turkmenistan,  Belarus,  the  Russian  Far  East  including  parts  of  Siberia  and  the  Ural 
Mountains,  Kazakhstan,  Georgia,  and  Armenia. 

--Eastern  Europe  -  The  Department  of  Agriculture  (USDA)  negotiated  a  number  of 
P.L.  480,  Title  I  and  Food  for  Progress  agreements  in  fiscal  year  1992  to  assist 
newly  independent  countries  in  Eastern  Europe  in  their  transition  towards  market 
economics,  and  to  meet  their  immediate  food  needs.   During  the  year,  USDA  signed 
P.L.  480,  Title  I  concessional  sales  agreements  with  Estonia,  Latvia,  Lithuania  and 
Romania  -  firsts  for  the  Baltic  countries  -  with  a  total  commodity  value  of  $35 
million.   The  agreements  provided  over  200,000  metric  tons  of  commodities  Including 
wheat,  corn,  protein  meal  and  cotton.   A  Food  for  Progress  agreement  funded  under 
Title  I,  was  signed  with  Albania.   The  agreement  provided  for  65,000  MT  of  wheat, 
vegetable  oil  and  cotton  with  a  value  of  $22  million. 

Approximately  20,000  metric  tons  of  butter  was  donated  to  Albania  and  Poland  under 
the  Section  416(b)  authority  and  approximately  6,000  metric  tons  of  butter  and 
nonfat  dry  milk  were  donated  to  Albania  under  a  Food  for  Progress  program  using 
Section  416(b)  commodities. 

--Latin  America  -  USDA  signed  P.L.  480  Title  I  and  Food  for  Progress  agreements 
with  eight  countries  in  Latin  America  and  the  Caribbean  valued  at  close  to  $120 
million.   USDA  developed  a  new  Title  1  program  for  Suriname.   VThen  USDA  was  unable 
to  renew  a  GSM- 102  program  for  Suriname  in  fiscal  year  1992  because  of  economic 
instability,  an  interim  Title  1  agreement  for  commodities  valued  at  over  $7  million 
was  initiated  and  signed. 

--Asia  and  the  Middle  East  -  USDA  signed  P.L.  480  Title  I  agreements  with 

Egypt,  Jordan,  the  Philippines  and  Sri  Lanka  for  commodities  totaling  $93  million 

in  fiscal  year  1992.   These  agreements  provided  for  470,000  MT  of  wheat,  40,000  MT 

of  wheat  flour  and  96,000  MT  of  protein  meal. 

2.   P.L.  480  Title  II  and  Title  III.   The  P.L.  480  Title  II  donations  program 
administered  by  A.I.D.  provided  for  regular  feeding  programs  as  well  as  urgent 
humanitarian  food  aid  for  dire  emergencies  in  Africa  and  other  regions  of  the 
world.   Commodities  with  a  value  of  over  $450  million  were  distributed  to  needy 
people  In  over  65  countries.   This  program  is  carried  out  primarily  through  private 
voluntary  agencies,  nonprofit  organizations  and  cooperatives.   In  addition,  the 
A.I.D.  administered  the  Title  III  food  aid  grant  program  which  provided  comrp.od:  t  if  s 
worth  approximately  $240  million  to  promote  economic  development  in  the  least 
developed  countries. 
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ACRICULniRAL  TCCHMICAL  ASSISTANCE 

In  fiscal  y*ar  1992.  th*  USDA  designed  and  lapleaenced  •  series  o£  new 
cechnlcal  asslscance  prograas  in  central  and  eastern  Europe  and  In  several  of  che 
Independent  states  of  the  foraer  Soviet  Union.   The  FAS  Eastern  Europe  and  Soviet 
Secretariat  played  the  leadership  role  In  coordinating  the  following  significant 
technical  assistance  prograas: 

Cochran  Fellowship  Prograai  -  This  progran  provides  short-cem  training  for  key 
public  and  private  foreign  agricultural  decision  aakers.   Over  ISO  Polish  and  U5 
ftulgarlan  agriculturalists  have  been  trained.  Arrangeaents  are  underway  for  the 
first  100  fellows  froa  tussle.  Belarus.  Kazakhstan.  Ukraine,  to  receive  training  in 
agribusiness  aanageaent.  coaaodlty  aerchandlslng.  agricultural  and  International 
banking,  and  other  applications  of  free-aarket  econoalcs. 

Model  Fans  in  Russia  -  The  aodel  fara  established  near  St.  Petersburg  is 
deaonstratlng  fara  aanageaent  and  faragate  aarketlng  techniques.   This  project 
supports  refora  prograas  of  the  Russian  Covemaent  by  focusing  the  attention  of 
local  authorities  on  genuine  privatization  Issues. 

Lean  Executive  PrTfriB  '  This  pro^aa  Co  place  U.S.  private -sector  executives  In 
food  handling  and  processing  ^enterprise  has  been  Initiated  in  Russia,  Belarus  and 
Kazakhstan.  The  goal  is  to  laBrtvi^the  efficiency  of  selected  enterprise  by 
sharing  U.S.  private  sector  aafll^eai^  techniques. 


Tarfeted  Technical  Assistance  •  Heeting  specific  technical  assurance  needs  have 
taken  Extension  Service  policy  advisers  to  Poland  and  Araenia,  econoalc  policy 
experts  to  Poland,  Czechoslovakia  and  Bulgaria  and  the  Agricultural  Marketing 
Service  has  provided  assistance  en  grades,  standards  and  aarketlng  in  Poland, 
Bulgaria  and  Russia. 
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PUBLIC  LAW  480 

Purpose  Statement 

Facilities  and  funds  of  the  Commodity  Credit  Corporation  are,  by  law,  used  in 
carrying  out  programs  for  exporting  agricultural  commodities.  The  law  also 
authorizes  appropriations  to  be  made  to  cover  costs  of  such  programs.  When  funds 
for  Title  I  ocean  freight  differential,  Title  II,  and  Title  III  become  available, 
advances  are  made  to  the  Corporation  for  estimated  costs.   If  the  amounts 
appropriated  are  greater  than  actual  costs,  the  excess  is  used  to  reduce  future 
appropriation  requests. 

The  following  activities  are  carried  out  under  the  Agricultural  Trade  Development 
and  Assistance  Act  of  1954,  Public  Law  480,  83rd  Congress,  as  amended  by  the  Food, 
Agriculture,  Conservation,  and  Trade  Act  of  1990  (FACT  Act): 

1.  Financing  sales  of  agricultural  commodities  to  developing  countries  for 
dollars  on  credit  terms,  or  for  local  currencies  (including  for  local  currencies 
on  credit  terms)  for  use  under  section  104:  and  for  furnishing  commodities  to 
carry  out  the  Food  for  Progress  Act  of  1985.  as  amended  (Title  I).  All  sales  are 
made  pursuant  to  agreements  concluded  under  the  authority  of  Title  I,  using  funds 
appropriated  for  P.L.  480.  The  Commodity  Credit  Corporation  may  serve  as  the 
purchasing  or  shipping  agent,  or  both,  for  the  importing  country  or  may  award 
contracts  for  freight  agent  services  on  behalf  of  the  Corporation  to  handle 
shipping  of  commodities  under  P.L.  480. 

Sales  are  made  to  developing  countries  as  defined  in  section  402(4)  of 
P.L.  480  and  must  not  displace  expected  commercial  sales  (sections  403(e)  and 
(h)).  Agreements  are  made  with  developing  countries  for  delivery  in  accordance 
with  the  terms  of  agreement. 

Funds  appropriated  to  carry  out  Title  I  may  also  be  used  to  furnish  commodities  to 
carry  out  the  Food  for  Progress  Act  of  1985.  Such  commodities  may  be  furnished  on 
credit  terms  or  on  a  grant  basis  in  order  to  assist  developing  countries  and 
countries  that  are  emerging  democracies  that  have  made  a  commitment  to  introduce 
and  expand  free  enterprise  elements  in  their  agricultural  economies. 

2.  Commodities  supplied  in  connection  with  dispositions  abroad  (Title  III. 
Commodities  are  supplied  without  cost  to  developing  countries  to  combat 
malnutrition,  and  to  meet  famine  and  other  emergency  requirements.  The 
Corporation  pays  ocean  freight  on  shipments  under  this  title  and  may  also  pay 
overland  transportation  costs  to  a  landlocked  country,  as  well  as  internal 
distribution  costs  in  emergency  situations. 

3.  Commodities  supplied  in  connection  with  dispositions  abroad  (Title  III). 
Under  Title  III,  agricultural  commodities  are  furnished  to  least  developed 
countries  as  defined  in  secton  302(a).  Commodities  are  provided  through  foreign 
governments  for  direct  feeding,  development  of  emergency  food  reserves  or  may  be 
sold  with  the  proceeds  of  such  sale  used  by  the  recipient  country  for  specific 
economic  development  purposes.  The  Corporation  may  pay,  in  connection  with 
furnishing  commodities  under  Title  III,  the  same  cost  items  as  are  authorized 
under  Title  II. 
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Credit  Reform 

Credit  reform  procedures  for  federal  credit  programs  authorized  by  the  Budget 
Enforcement  Act  of  1990,  Title  XIII  of  the  Omnibus  Budget  Reconciliation  Act  of 
1990,  were  incorporated  beginning  with  the  1992  budget.  These  procedures  require 
that  budget  authority  and  outlays  for  direct  credit  and  guarantee  programs 
represent  their  subsidy  costs,  including  interest  subsidies,  defaults,  and 
administrative  expenses,  rather  than  disbursements  net  of  repayments  and  other 
collections.   In  addition  to  the  request  for  subsidy  budget  authority,  the 
proposed  1994  appropriation  language  includes  the  estimated  direct  credit  that 
would  be  extended  based  on  the  subsidy  amount  requested.  The  appropriation 
language  also  specifies  the  portion  of  the  requested  budget  authority  to  be  used 
for  administrative  expenses.   Budget  authority  for  the  subsidy  represents  the 
present  value  of  estimated  net  cashflows  over  the  lifetime  of  the  credit  issued; 
whereas  outlays  represent  the  portion  of  the  subsidy  related  to  the  credit  issued 
within  the  year.  Budget  authority  and  outlays  for  the  subsidies  are  presented  in 
the  Budget  in  "program  accounts."  All  disbursement  and  repayment  activity  related 
to  credit  issued  in  fiscal  year  1992  or  later  appear  in  a  "financing  account"  and 
are  considered  "off-budget"  for  purposes  of  estimating  the  deficit.  Budget 
authority  and  outlays  for  portfolios  of  credit  existing  prior  to  implementation  of 
credit  reform  are  reflected  in  the  budget  in  "liquidating  accounts"  and  are 
calculated  as  before,  to  represent  disbursements  and  borrower  repayments. 

For  P.L.  480,  the  "loan  program  account"  is  comprised  of  the  estimated  subsidy  for 
direct  credit  extended  to  finance  Title  I  commodities  and  related  Title  I 
administrative  expenses.   In  fiscal  year  1994,  the  appropriation  request  for  the 
P.L.  480  program  account  is  $353,794,000.  Because  credit  reform  rules  require  the 
separate  treatment  of  credit  and  non-credit  activities,  a  separate  appropriation 
of  $1,161,967,000  is  requested  for  the  non-credit  P.L.  480  activities  which 
include  Title  I  ocean  freight  differential  and  the  Titles  II  and  III  programs. 
The  total  appropriation  request  for  P.L.  480  in  fiscal  year  1994  is 
$1,515,761,000. 

The  chart  on  the  next  page  depicts  the  fiscal  year  1994  proposed  appropriation  for 
P.L.  480  non-credit  and  credit  activities: 
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PUBLIC  LAW  480 

Available  Funds 

1992  Actual  arri  Estimated,  1993  and  1994 


Itan 


Financing  the  sale  of  agricultural 
coninodities  for  dollars  on  credit 
terms  and  for  foreign  currencies,  and 
furnishing  cormodities  to  carry  out 
the  Food  for  Progress  Act  of  1985 
(Title  I) 

Credit  Authority 
Subsidy 


1992 

Actual  a/ 


1993 
Estinated 


1994 

Estimated 


$494,819,000   $509,996,000   $456,092,000 
$371,519,000   $342,003,000   $351,237,000 


Administrative  Expenses: 
OGSM 
ASCS 
Total  admin  expenses  (Title  I) 

Title  I  and  Admin  Expenses  Available: 
Title  I  Credit  Authority 
Credit  Subsidy  and  Admin  Expenses 

Ocean  freight  differential  (Title  I) 

CcnniDdities  supplied  in  connection 
with  dispositions  abroad  (Title  II) 

Ccnmodities  supplied  in  connection 
with  dispositions  abroad  (Title  III) 

PL  480  Grant  appropriation: 

Title  I  ocean  freight  differential. 
Title  II  and  Title  III  programs 

Total  program  costs  funded 
Total  available  (P.L.  480)  b/ 
Total  credit  sales  limitation 


1     1,242,000 
'      573,000 

1,467,000 
1,036,000 

1,500,000 
1,057,000 

1,815,000 

2,503,000 

2,557,000 

494,819,000  ' 
373,334,000 

509,996,000 
344,506,000 

456,092,000 
353,794,000 

39,603,000 

746,472,000 

i 
323,594,000' 


45,280,000 
810,000,000 
333,594,000 


46,503,000 
831,870,000 
283,594,000 


1,109,669,000' 1,188,874,000  1,161,967,000 

1,604,488,000  1,698,870,000  1,618,059,000 

1,483,003,000  1,533,380,000  1,515,761,000 

494 ,819,000   509,996, 000  456,092,000 


a/  Titles  I,  II,  and  III  funds  were  reapportioned  in  June  1992  to  nake  an 
additional  $45  million  available  for  obligation  under  Title  II  for  emergency 
relief  in  Africa  and  other  areas.   ($7.8  million  was  transferred  fron  Title  I 
program  level  and  subsidy,  $12.2  million  was  transferred  fron  Title  I  Ocean 
Freight  Differential,  and  $25  million  was  transferred  from  Title  III.)  In  July 
1992,  Title  I  and  Title  II  funds  were  reapportioned  to  make  an  additional 
$6  million  available  for  obligation  under  Title  I  for  anergency  relief  in  Georgia, 
an  independent  state  of  the  former  Soviet  Union.  In  August,  1992,  Title  I  and 
Title  III  funds  were  reapportioned  to  make  an  additional  $15  million  available  for 
obligation  under  Title  III  for  assistance  to  drought-stricken  Zambia. 

b/  Includes  amounts  available  for  P.L.  480  administrative  expenses. 
Farmer-to-Farmer  program  costs  included  in  available  funds:  FY  1992=$11.4  million, 
FY  1993=$13.4  million,  FY  1994=$13.2  million. 
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Notes:  Effective  in  fiscal  year  1992,  obligations  incurred  in  a  fiscal  year  under 
Public  Law  480  Title  I  are  based  on  the  date  the  purchase  authorization  is 
issued  with  an  anticipated  export  date  by  December  31.  Title  II 
obligations  incurred  are  based  on  a  commodity  contract  award  date  issued  by 
September  30  with  an  anticipated  export  date  of  December  31.  Title  III 
obligations  are  based  on  the  date  the  request  for  commodity  purchase  is 
made  (the  "call  forward"  date),  with  a  commodity  contract  award  date  by 
September  30. 

Beginning  in  fiscal  year  1992,  under  credit  reform  procedures,  obligations 
for  Title  I  purchase  authorizations  are  limited  to  the  credit  level  amount 
in  the  appropriation  language.  The  related  subsidy  will  be  based  on 
country  risk  assessments  and  the  total  limited  to  the  appropriated  subsidy. 
Credit  sales  made  are  financed  from  the  financing  account.  Related  Title  I 
ocean  freight  differential  costs  are  paid  from  a  separate  P.L.  480  grant 
account  as  are  Title  II  and  III  program  costs.  Financing  of  Title  I 
obligations  incurred  prior  to  fiscal  year  1992  is  carried  out  through  the 
liquidating  account.  P.L.  480  funds  and  authorities  for  all  three  titles 
remain  available  until  expended,  unless  otherwise  provided. 

The  following  table  reconciles  the  program  level  to  program  costs  financed 
by  the  P.L.  480  appropriation: 
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Reconciliation  of  Budget  Authority  to  On-Budget  Outlays 


FY  1992 
Actual  a/ 


FY  1993 
EstinHted 


FY  1994 
Estiirated 


000      $351,237,000 
000  2,557,000 

280  82,081,280 


-231,030,280 


Title  I 
Budget  Authority,  Credit  Subsidy        $371,519,000   $342,003, 
Budget  Authority,  Admin  Expenses  1,815,000     2,503, 

Prior  Year  obligations  financed  231,030, 

Obligations  financed  in  the 
succeeding  year 

Outlays ,  Title  I  program  account 
Budget  Authority,  Title  I  Ocean  Freight 

Differential  (OFD)  39,603,000    45,280, 

Prior  Year  obligations  financed  12,000,012    31,689, 

Ctoligations  financed  in  the 

succeeding  year 


-82,081,280 
142, 303,720        4~9374~557o66" 


000 
000 


-84,297,280 
351,578,000 

46,503,000 
10,867,000 


Outlays,  Title  I  OFD 


Outlays.  Total  Title  I 


-31,689,000   -10,867,000 -11 ,  16 1^  000 

19,914,012    66,102,000    46 , 209 , OOO' 


Title  II 
Coimcxiity  Costs 

Ocean  and  inland  transportation 
Farmer-to-Farmer  Assistance  b/ 
Transfers  to  Private  Voluntary 
Organizations  (PVO's)  c/ 

Title  II,  Budget  Authority 

Prior  Year  obligations  financed 
C*)ligations  financed  in  the 
succeeding  year 


162.217.732   559._557,000 397^81,_0p_0l 


401,477,530 

321,779,500 

13,214,970 

10,000,000' 
746,472,000 
271,283,174! 


469,870,000 

318,510,000 

11,620,000 

10,000,000 
810,000,000 
213,912,000 


540,137,000 

270,069,000 

11,664,000 

10,000,000 
831,870,000 
194,400,000 


-213,912,000   -194,400,000   -199,649,000 


Outlays,  Title  II 


803,843,174    829,512,000   826,621,000 


Title  III 
Ccrmodity  Costs 

Ocean  and  inland  transportation 
FEirmer-to-Faxmer  Assistance 

Title  III,  Budget  Authority 

Prior  Year  obligations  financed 
C*)ligations  financed  in  the 
succe*yiing  v**qr 


233,189,100 
90,404,900 

323,594,000 
240,535,856 


239,494,000 

93,400,000 

700,000 

333,594,000 

181,213,000 


203,794,000 

79,200,000 

600,000 

283,594,000 

166,797,000 


-181,213,000   -166,797,000   -141,797,000 


Outlays,  Title  III 


382,916,856   348,010,000   308,594,000 


On-Budget  Outlays,  Total  PL  480: 
Program  Account: 
Outlays,  Title  I 

Grant  Account: 

Title  I  Ocean  freight  differential 
Title  II 
Title  III 
Outlays,  Grant  Account 


142,303,720  493,455,000  351,578,000 

19,914,012  66,102,000  46,209,000 

803,843,174  829,512,000  826,621,000 

382,916,856  348,010,000  308,594,000 

1,206,674,042  1,243,624,000  1,181,424,000 


Outlays.  PL  480  1.348.977.762  1,737.079.000  L133x0Q2_^QQ0 

a7  Reflects  the  following  transfers  in  program  level  and  appropriation:  $25.0 
million  frcm  Title  III  to  Title  II,  $12.2  million  frcm  Title  I  OFD  to  Title  II, 
$7.8  million  frcm  Title  I  program  account  to  Title  II,  $6  million  frcm  Title  II 
to  Title  I,  and  $15  million  frcm  Title  I  to  Title  III.  Authority  for  the 
transfers  is  contained  in  the  Agricultural,  Rural  Development,  Pood  and  Drug 
Administration,  and  Related  Agencies  Appropriations  Act,  1992  (P.L.  102-142). 

b/  Includes  technical  assistance  to  be  nade  available  to  the  newly  independent 
states  of  the  former  Soviet  Union. 

c/  Provides  funds  for  private  volunteiry  organizations  and  cooperatives  to  assist 
in  meeting  administrative,  managanent  and  internal  transportation  and  distribution 
costs  for  carrying  out  Title  II  programs. 
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The  estimates  include  appropriation  language  for  this  item  as  follows  (new 
language  underscored;  deleted  matter  enclosed  in  brackets): 

1  Public  Law  480  Program  and  Grant  Accounts 

(Including  Transfers  of  Funds) 

For  expenses  during  the  current  fiscal  year,  not  otherwise  recoverable,  and 
unrecovered  prior  years'  costs,  including  interest  thereon,  under  the 
Agricultural  Trade  Development  and  Assistance  Act  of  1954,  as  amended 
(7  U.S.C.  1691,  1701-1715,  1721-1726,  1727-1727f,  1731-1736g),  as  follows: 
(1)  [$509,996,000]  S456.092.000  for  Public  Law  480  title  I  credit,  including 
Food  for  Progress  credit;  (2)  [$45,280,000]  $46.503.000  is  hereby 
appropriated  for  ocean  freight  differential  costs  for  the  shipment  of 
agricultural  commodities  pursuant  to  title  I  of  said  Act  and  the  Food  for 
Progress  Act  of  1985,  as  amended;  (3)  [$810,000,000]  $831.870.000  is  hereby 
appropriated  for  commodities  supplied  in  connection  with  dispositions  abroad 
pursuant  to  title  II  of  said  Act;  and  (4)  [$333,594,000]  $283.594.000  is 
hereby  appropriated  for  commodities  supplied  in  connection  with  dispositions 

2  abroad  pursuant  to  title  III  of  said  Act:  Provided,  That  not  to  exceed  [10] 
15  per  centum  of  the  funds  made  available  to  carry  out  any  title  of  said  Act 
may  be  used  to  carry  out  any  other  title  of  said  Act:  Provided  further,  That 
such  sums  shall  remain  available  until  expended  (7  U.S.C.  2209b). 

For  the  cost,  as  defined  in  section  502  of  the  Congressional  Budget  Act  of 
1974,  of  direct  credit  agreements  as  authorized  by  the  Agricultural  Trade 
Development  and  Assistance  Act  of  1954,  as  amended,  and  the  Food  for 
Progress  Act  of  1985,  as  amended,  including  the  cost  of  modifying  credit 
agreements  under  said  Act.  [$342,003,000]  $351.237.000. 

In  addition,  for  administrative  expenses  to  carry  out  the  Public  Law  480 
title  I  credit  program,  and  the  Food  for  Progress  Act  of  1985,  as  amended, 
to  the  extent  funds  appropriated  for  Public  Law  480  are  utilized, 
[$2,503,000]  $2.557.000. 

The  first  change  adds  grant  to  the  title  of  this  section  of  the 
appropriations  language  since  the  Public  Law  480  Program  and  Grant  Accounts 
are  funded  through  this  section  of  the  appropriations  language. 

The  second  change  increases  the  percentage  of  funds  allowed  to  be 
transferred  between  titles  to  15  percent  to  permit  more  flexibility  in 
responding  to  the  needs  of  importing  countries. 

Debt  Restructuring  Under  the  Enterprise  for  the  Americas 

For  the  cost,  as  defined  in  section  502  of  the  Congressional  Budget  Act  of 
1974,  of  modifying  direct  credit  agreements  as  authorized  by  title  VI  of  the 
Agricultural  Trade  Development  and  Assistance  Act  of  1954,  as  amended, 
[$40,000,000]  $32.574.000.  to  remain  available  until  expended. 

This  change  will  provide  greater  flexibility  in  implementation  of  the  debt 
reduction  inititative. 
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P.L.   480  PRDGRftM  ACCOUNT-DIRECT  CJ^EDIT 


Limitation  on  Administrative 

Direct  Credit  Subsidy  Expenses 


Appropriations  Act,    1993  $509,996,000      $342,003,000  $2,503,000 

Budget  Estimate,    1994  456,09_2jg00        351,237,000  2,557,000 

Increase  or  Decrease  in  Amount -53,904,000  9,2^4,000         54,000 


SllWARY  OF  INCREASES  AND  DECREASES 
(on  basis  of  appropriations) 


1993 

1994 

Item  of  Chanqe 

Estimated 

Chanqe 

Estimated 

Ip.L.  480  Direct  Crnriit  Level 

$509,996,000 

-$53,904,000 

$456,092,000; 

1  Subsidy  costs 

342,003,000 

9,234,000 

351,237,000; 

! Administrative  expenses: 

j   General  Sales  Manager 

1,467,000 

$33,000 

1,500,000 

j   ASCS 

1,036,000 

$21,000 

1,057,000 

1     Total,  Adndnistrative  Expenses 

2,503,000 

$54,000 

2,557,0001 
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The  preceding  project  statement  reflects  estimated  program  costs  on  the  basis  of 
appropriation  and  available  funds,  including  1991  obligations  financed  in  fiscal 
year  1992  from  available  unexpended  1991  balances  and  1992  funds.  The  rate  at 
which  expenditures  and  obligations  are  made  under  these  programs  is  influenced  by 
crop  conditions,  commodity  availability,  economic  conditions  in  receiving 
countries,  availability  of  shipping,  port  facilities,  and  similiar  factors. 

The  amounts  requested  in  the  appropriation  for  the  Title  I  program  account  in 
fiscal  year  1994  consist  of  the  subsidy  amount  of  $351,237,000  to  fund  Title  I 
direct  credit  of  $456,092,000  and  related  administrative  expenses  of  $2,557,000. 
Programming  under  Title  I  takes  place  to  the  extent  that  appropriated  subsidy 
amounts  are  available.  Unused  subsidy  amounts  expire  at  the  end  of  the  program 
year  to  the  extent  the  direct  credit  level  is  not  fully  obligated.  Receipts  from 
Title  I  direct  credit  issued  prior  to  fiscal  year  1992,  proceeds  from  sales  of 
foreign  currencies  or  unexpended  balances  were  not  available  to  reduce  the  Title  I 
appropriation  request  for  fiscal  years  1992  and  1993  and  are  not  available  to 
reduce  the  appropriation  request  for  fiscal  year  1994. 

The  amounts  provided  in  the  appropriation  for  Title  II  or  Title  III  are  not  fully 
controlling  since  the  basic  law  permits  the  Government  to  enter  into  multi-year 
programs  of  assistance  involving  expenditures  which  must  be  financed  from 
subsequent  appropriations.  However,  such  programs  may  not  exceed  the  program 
level  authorized  in  appropriation  acts,  adjusted  for  transfers  to  or  from  Title  I, 
within  amounts  specified  by  the  proviso  in  the  appropriation  language.   If  funds 
appropriated  for  Titles  II  and  III  are  in  excess  of  amounts  actually  used  in  an 
actual  year,  adjusted  for  any  applicable  transfers,  such  amounts  are  applied 
against  current  year  estimated  costs  and  reduce  the  subsequent  appropriations 
requested  for  the  budget  year. 
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EXPLANATION  OF  PROGRAM 

Under  Public  Law  480,  as  amended,  exports  of  available  agricultural  commodities 
are  made  to  developing  countries.  Factors  determining  commodity  availability 
are  productive  capacity,  domestic  requirements,  farm  and  consumer  price  levels, 
anticipated  commercial  exports,  and  adequate  carryover.  No  commodity  is  available 
for  disposition  if  it  would  reduce  the  domestic  supply  below  that  which  is  needed 
to  meet  domestic  requirements,  adequate  carryover,  and  anticipated  exports  for 
dollars,  unless  the  Secretary  determines  that  some  part  of  the  supply  should  be 
used  for  urgent  humanitarian  purposes.  No  commodities  may  be  made  available 
except  upon  determination  that  adequate  storage  facilities  are  available  in  the 
recipient  country  at  the  time  of  exportation  to  prevent  spoilage  or  waste  and  that 
the  distribution  will  not  be  a  substantial  disincentive  to  the  recipient  country's 
domestic  production.   In  carrying  out  this  program,  emphasis  is  placed  on 
assistance  to  those  countries  that  are  determined  to  help  themselves  by  improving 
their  agricultural  production  and  economic  development. 

No  agreements  may  be  made  with  the  government  of  any  country  which  engages  in  a 
consistent  pattern  of  gross  violations  of  internationally  recognized  human  rights 
or  other  flagrant  denial  of  the  right  to  life,  liberty,  and  personal  security 
unless  the  use  of  the  commodities  themselves  or  proceeds  from  their  sale  is 
targeted  to  the  most  needy  people  of  that  country  and  is  made  available  through 
channels  other  than  the  government. 

The  authorization  for  agreements  to  finance  sales  and  programs  of  assistance  under 
Public  Law  480  was  extended  through  December  31,  1995,  by  amendments  included  in 
the  FACT  Act,  Public  Law  101-624,  signed  November  28,  1990. 

TITLE  I 

The  P.L.  480  Title  I  appropriation  finances  all  sales  made  pursuant  to  agreements 
concluded  under  Title  I.  Sales  are  made  to  developing  countries — as  defined  in 
section  402(4)  of  the  Act--and  do  not  displace  expected  commercial  sales  for  cash 
dollars  (sections  403(e)  and  (h)). 

In  order  to  stimulate  and  increase  sales  for  dollars  through  credit,  this  title 
provides  for  sales  of  U.S.  farm  products  under  long-term  credit  arrangements. 
The  purpose  is  to  expand  international  trade,  develop  and  expand  export  markets, 
and  encourage  economic  development  in  the  developing  countries.  Agreements  are 
made  with  the  governments  of  developing  nations. 

Repayments  for  agricultural  commodities  sold  under  Title  I  may  be  made,  with 
interest  at  a  concessional  rate  as  determined  by  the  Secretary,  either  in  U.S. 
dollars  or  in  local  currencies  on  credit  terms  up  to  30  years,  with  a  grace  period 
of  up  to  seven  years.   Interest  is  charged  from  the  date  of  last  delivery  in  each 
calendar  year.  Payments  received  under  fiscal  year  1992  and  future  agreements 
will  be  deposited  in  a  financing  account  for  use  by  the  U.S.  Treasury  to  offset 
U.S.  Government  outlays. 

Local  currencies  received  under  Title  I  sales  agreements  may  be  used  in  carrying 
out  activities  under  section  104  of  the  Agricultural  Trade  Development  and 
Assistance  Act  of  1954,  as  amended.  Activities  in  the  recipient  country  for  which 
these  local  currencies  may  be  used  include  developing  new  markets  for  U.S. 
agricultural  commodities  on  a  mutually  beneficial  basis,  paying  U.S.  obligations, 
and  supporting  agricultural  development  or  research. 

Under  the  Food  for  Progress  Act  of  1985,  the  Corporation  may  finance  the  sale  and 
exportation  of  agricultural  commodities  on  credit  terms,  or  on  a  grant  basis,  to 
support  developing  countries  and  countries  that  are  emerging  democracies  and  have 
commitments  to  introduce  or  expand  free  enterprise  elements  in  their  agricultural 
economies.  For  commodities  furnished  on  a  grant  basis,  the  Corporation  may  pay. 
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in  addition  to  acquisition  costs  and  ocean  transportation,  such  related  commodity 
and  delivery  charges  as  are  specified  for  commodities  supplied  under  Title  II. 

For  most  sales  agreements  under  Title  I,  the  Corporation  will  pay  ocean  freight 
charges  only  to  the  extent  of  the  differential  between  U.S. -flag  rates  and 
foreign-flag  rates  when  U.S. -flag  vessels  are  required  to  be  used  by  authority  of 
the  Merchant  Marine  Act.   In  limited  cases,  full  transportation  costs  to  port  of 
entry  or  point  of  entry  abroad  may  be  included  with  the  cost  of  the  commodity  in 
the  amount  financed  by  CCC  to  ensure  that  U.S.  food  aid  will  reach  the  most  needy 
recipients. 

Section  411  of  P.L.  480  authorizes  the  President  to  waive  payments  of  principal 
and  interest  under  dollar  credit  sales  agreements  for  countries  which  are  least 
developed  and  have  in  effect  either  an  International  Monetary  Fund  standby 
agreement,  a  structural  adjustment  program  of  the  International  Bank  for 
Reconstruction  and  Development  or  if  no  agreement  is  in  effect,  the  country  is 
pursuing  a  policy  to  promote  democratic,  market-oriented  and  long-term  economic 
development.   If  such  authority  is  used  to  waive  payments,  no  new  Title  I 
assistance  may  be  provided  for  that  country  for  two  years  following  the  date  of 
the  authorized  waiver  unless  the  President  provides  prior  written  justification  to 
the  Congress. 

TITLE  II 

Under  Title  II,  as  amended,  commodities  are  supplied  to  foreign  countries  to 
combat  malnutrition,  to  meet  famine  or  other  urgent  relief  requirements,  promote 
sound  environmental  practices  and  carry  out  the  United  States'  commitment  to  the 
World  Food  Program. 

Amendments  to  Title  II  statutory  authorities  included  in  the  Food,  Agriculture, 
Conservation,  and  Trade  Act  of  1990  require  that  a  minimum  of  1.925  million  metric 
tons  (grain  equivalent  basis)  of  agricultural  commodities  be  programmed  in  fiscal 
year  1991.  The  minimum  Title  II  program  requirement  increases  by  25,000  metric 
tons  for  each  subsequent  year  through  fiscal  year  1995.  Of  the  1991  program 
requirement,  a  minimum  1.450  million  metric  tons  (grain  equivalent  basis)  were  to 
be  distributed  for  nonemergency  programs  through  voluntary  agencies,  cooperatives 
and  the  World  Food  Program,  unless  the  Administrator  of  the  Agency  for 
International  Development  (AID)  determines  and  reports  to  Congress  that  such  an 
amount  cannot  be  used  effectively  or  is  needed  in  order  to  meet  an  emergency.  The 
nonemergency  program  requirement  also  increases  by  25,000  metric  tons  for  each 
subsequent  year  through  fiscal  year  1995. 

Commodities  requested  may  be  furnished  from  the  Corporation's  inventory  acquired 
under  price  support  programs  or  purchased  from  private  stocks.  Commodities 
furnished  from  the  Corporation's  inventory  which  are  acquired  under  a  domestic 
price  support  program  are  valued  at  a  price  not  greater  than  the  export  market 
price  at  the  time  of  delivery  for  purposes  of  determining  the  reimbursement  due 
the  Corporation. 

The  Corporation  also  finances  the  costs  of  ocean  transportation  to  ports  of  entry, 
or  to  points  of  entry  other  than  ports  in  the  case  of  landlocked  countries,  or 
when  the  use  of  a  point  of  entry  other  than  port  would  result  in  substantial 
savings  in  costs  or  time. 

The  Corporation  may  also  pay  transportation  costs  from  designated  ports  of  entry 
or  points  of  entry  abroad  to  storage  and  distribution  sites,  and  associated 
storage  and  distribution  costs  for  commodities,  including  prepositioned 
commodities,  made  available  to  meet  urgent  or  extraordinary  relief  requirements. 
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Local  distribution  is  usually  made  by  nonprofit  voluntary  agencies,  including 
foreign  voluntary  agencies  when  no  United  States  agency  is  available,  as  well  as 
by  local  governments. 

For  fiscal  years  1991  through  1995,  no  less  than  $10.0  million  nor  more  than 
$13.5  million  of  the  funds  provided  annually  for  Title  II  shall  be  made  available 
to  private  voluntary  organizations  and  cooperatives  to  assist  these  organizations 
in  establishing  new  Title  II  programs  or  to  meet  specific  administrative, 
management  and  internal  transportation  and  distribution  costs  for  carrying  out 
Title  II  programs  in  foreign  countries.  A  request  for  such  funds  must  be  made  by 
the  organization  and  is  subject  to  approval  by  the  Administrator  of  AID. 

Amendments  made  by  the  FACT  Act  also  establish  a  Food  Aid  Consultative  Group 
headed  by  the  Administrator  to  meet  on  an  on-going  basis  to  review  and  address 
Title  II  regulations  and  procedures  for  their  effectiveness  in  governing  Title  II 
programs.  The  Group  shall  terminate  on  December  31,  1995. 

Assistance  under  Title  II  is  directed  toward  activities  designed  to  alleviate  the 
causes  of  the  need  for  such  aid.  Programs  of  assistance  shall  not  be  undertaken 
under  this  title  during  any  fiscal  year  which  call  for  an  appropriation  to 
reimburse  the  Corporation  in  excess  of  $1  billion  plus  the  unused  prior  year's 
authorization. 

TITLE  III 

The  Agricultural  Trade  Development  and  Assistance  Act  of  1954,  as  amended  in  1990, 
established  a  new  Title  III  program,  beginning  January  1,  1991.  AID  administers 
the  Title  III  program. 

Under  this  new  program,  which  emphasizes  the  integration  of  U.S.  food  aid  programs 
into  the  development  programs  of  the  U.S.  government  and  those  of  the  recipient 
country,  commodities  are  donated  to  least  developed  countries.  The  donated 
commodities  may  be  used  as  balance  of  payments  or  economic  sector  support  to 
encourage  policy  reform  or  may  be  sold  in  the  recipient  country  and  the  revenue 
generated  may  be  used  in  that  country  to  promote  economic  development.  The  law 
also  stresses  several  specific  development  themes  including  enhancement  of  food 
security,  privatization  of  food  and  agricultural  distribution  systems,  and  support 
of  nutrition  improvement  and  child  survival  initiatives.   In  addition.  Title  III 
resources  may  generally  be  used  to  promote  broad-based,  equitable,  and  sustainable 
economic  development,  including  agriculture. 

The  "least  developed"  countries  are  defined  in  section  302  of  P.L.  480  and  are 
based  on  the  poverty  criteria  established  for  Civil  Works  Preference  by  the  World 
Bank.  For  fiscal  year  1993,  this  criteria  included  countries  with  a  per  capita 
GNP  of  less  than  $635. 

Countries  that  do  not  meet  the  poverty  criteria  may  still  be  considered  "least 
developed"  for  purposes  of  Title  III  eligibility  if  they  meet  each  of  the 
following  three  food  deficit  criteria  established  in  P.L.  480:  the  daily  per 
capita  consumption  of  the  country  is  less  than  2,300  calories;  the  mortality  rate 
of  children  under  five  years  of  age  in  the  country  is  in  excess  of  100  per  1,000 
births;  and  the  country  is  unable  to  meet  its  food  security  requirements  through 
domestic  production  or  imports  due  to  a  shortage  of  foreign  exchange  earnings. 

Based  on  the  fiscal  year  1993  guidelines,  54  countries,  one-half  of  which  are  in 
Africa,  are  identified  as  "least  developed,"  and  are  therefore  considered  eligible 
for  Title  III  food  aid. 

Although  a  country  may  satisfy  the  definition  of  a  "least  developed  country,"  it 
still  may  not  be  provided  assistance  under  Title  III  if  other  statutory  or  policy 
restrictions  or  funding  constraints  on  providing  assistance  to  that  country  exist. 
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The  U.S.  Government  will  donate  Title  III  agricultural  commodities  without  charge 
to  the  recipient  country  and  will  arrange  for  and  pay  the  costs  of  purchasing, 
processing,  handling  and  transporting  the  commodities  to  the  port  or  point  of 
entry  in  the  recipient  country. 

FOOD  SECURITY  WHEAT  RESERVE 

The  Food  Security  Wheat  Reserve  was  established  under  authority  of  the  Food 
Security  Wheat  Reserve  Act  of  1980  (P.L.  96-494).  The  Act  authorizes  a  reserve  of 
up  to  147  million  bushels  (four  million  metric  tons)  of  wheat  which  can  be  made 
available  for  programming  through  P.L.  480  to  provide  emergency  humanitarian  food 
assistance  to  developing  countries. 

Wheat  from  the  reserve  can  be  released  by  the  President  under  two  conditions. 
First,  up  to  four  million  metric  tons  of  the  reserve  can  be  made  available  for 
P.L.  480  programming  any  time  the  U.S.  domestic  supply  of  wheat  is  so  limited  that 
quantities  of  wheat  cannot  be  made  available  for  P.L.  480  under  the  availability 
criteria  set  forth  in  Section  401(a)  of  the  Agricultural  Trade  Development  and 
Assistance  of  1954.  Second,  up  to  300,000  metric  tons  of  wheat  may  be  released 
from  the  reserve  in  any  fiscal  year  for  use  under  Title  II  to  provide  urgent 
humanitarian  relief  in  any  developing  country  suffering  a  major  disaster,  and  when 
the  normal  means  of  obtaining  commodities  for  food  assistance  make  timely 
programming  impossible.  Reimbursement  to  the  Corporation  for  wheat  released  from 
the  reserve  is  to  be  made  from  funds  made  available  to  P.L.  480  at  the  lower  of 
the  actual  costs  incurred  by  the  Corporation  or  the  export  market  price  of  wheat, 
as  determined  by  the  Secretary,  at  the  time  of  export.  The  FACT  Act  added  a 
provision  requiring  replenishment  of  the  reserve  no  later  than  18  months  after  the 
release  of  stocks.  Replenishment  may  be  made  either  through  purchases  to  the 
extent  funds  are  appropriated  in  advance  and  provided  that  such  purchases  do  not 
unduly  disrupt  the  market,  or  by  designating  an  equivalent  quantity  of  CCC-owned 
wheat  from  uncommitted  stocks. 

DEBT  REDUCTION  -  ENTERPRISE  FOR  THE  AMERICAS  (EAI) 

Debt  reduction  is  authorized  for  P.L  480  Title  I  under  the  Enterprise  for  the 
Americas  Initiative,  Title  VI  of  the  Agricultural  Trade  Development  and  Assistance 
Act  of  1954,  as  amended.  Debt  reduction  for  outstanding  Title  I  direct  credit  as 
of  January  1,  1990  is  authorized  for  Latin  American  and  Caribbean  countries  which 
meet  certain  eligibility  requirements  including  making  significant  progress  toward 
establishing  an  International  Monetary  Fund  standby  arrangement,  placing  into 
effect  major  investment  reforms  in  conjunction  with  an  InterAmerican  Development 
Bank  loan  and,  if  applicable,  arranging  with  its  commercial  bank  lenders  a  debt 
service  reduction.   In  fiscal  year  1993,  the  U.S.  government  signed  EAI  agreements 
with  El  Salvador  and  Uruguay  reducing  P.L.  480  Title  I  debt  outstanding  by  80%  and 
40%,  respectively. 
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JUSTIFICATION  OF  INCREASES  AND  DECREASES 
P.L.  480  PROGRAM  ACCOUNT  (DIRECT  CREDIT) 

(1)  A  decrease  of  $53.904  thousand  in  Title  I  direct  credit  (S509.996  thousand 
appropriated  for  FY  1993) 

Need  for  Change.  This  decrease,  which  reflects  a  shift  in  programming  to 
higher  risk  countries,  represents  the  program  level  achievable  given  the 
FY  1994  subsidy  request. 

Nature  of  Change.  This  decreased  program  level  will  provide  commodity 
shipments  of  2.627  million  metric  tons  grain  equivalent  (MMTGE)  compared  to 
2.866  MMTGE  estimated  for  FY  1993. 

(2)  An  increase  of  S9.234  thousand  in  Title  I  subsidy  (S342.003  thousand 
appropriated  for  FY  1993) 

Need  for  Change.  Under  credit  reform  requirements,  the  lifetime  subsidy  cost 
of  direct  credit  must  be  requested  in  advance  through  appropriation. 

Nature  of  Change.  This  increase  in  subsidy  is  due  to  a  shift  of  program  level 
to  countries  with  higher  anticipated  subsidy  costs. 

(3)  An  increase  of  $54  thousand  in  total  administrative  expenses  (S2.503  thousand 
appropriated  for  FY  19931 

Need  for  Change:  Administrative  expenses  are  transferred  to  OGSM  and  ASCS  for 
administration  of  P.L.  480  Title  I  credit  sales.  These  increases  are  based  on 
the  scope  and  complexities  of  administering  credit  reform  requirements. 

Nature  of  Change:  The  increase  in  estimated  administrative  expenses 
transferred  to  OGSM  is  $33  thousand  and  the  increase  in  estimated 
administrative  expenses  transferred  to  ASCS  is  $21  thousand. 
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JUSTIFICATION  OF  INCREASES  AND  DECREASES 
P.L.  480  GRANT  ACCOUNT 

(4)  A  net  decrease  of  S26.907  thousand  for  P.L.  480  grants  (SI. 188. 874  thousand 
appropriated  for  FY  1993)  consisting  of: 

(a)  An  increase  of  $1.223  thousand  in  Title  I  ocean  freight  differential  costs 
(545.280  thousand  appropriated  for  FY  1993) 

Need  for  Change.  This  increase  is  due  to  technical  assumptions  used  to 
formulate  the  President's  Budget. 

Nature  of  Change.  Any  additional  cost  of  shipping  P.L.  480  Title  I  program 
commodities  on  U.S.  flag  ships  is  paid  through  the  P.L.  480  program. 

(b)  An  increase  of  $21.870  thousand  in  Title  II  program  costs  (S810.000 
thousand  appropriated  for  FY  19931 

Need  of  Change.  This  increase  is  due  to  higher  anticipated  commodity 
shipments. 

Nature  of  Change.  This  increased  program  level  will  provide  commodity 
shipments  of  2.394  million  metric  tons  grain  equivalent  (MMTGE)  compared  to 
2.152  MMTGE  in  FY  1993. 

(c)  A  decrease  of  $50.000  thousand  in  Title  III  program  costs  ($333.594 
thousand  appropriated  for  FY  19931 

Need  for  Change:  This  decrease  is  in  response  to  the  President's  deficit 
reduction  proposals,  resulting  in  lower  anticipated  commodity  shipments. 

Nature  of  Change:  This  decreased  program  level  will  provide  commodity 
shipments  of  1.257  million  metric  tons  grain  equivalent  (MMTGE)  compared  to 
1.410  MMTGE  in  FY  1993. 
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An  illustrative  cxamodity  mix  of  the  program  at  the  requested  level  is  as  follows: 


TITLE  I 

FY   1992  Actual 

FY  1993 

Est. 

FY  1994 

Est. 

($Mill)(000  MICE) 

( $Mill )  1 

[000  MTGE) 

( $Mill ) 1 
239.1 

;00( 

3  MVGE) 

Wheat/Wheat  Flour 

229.1 

1,594 

272.1 

1,851 

1,730 

Rice 

29.5 

103 

48.6 

191 

42.7 

144 

Feed  Grciins 

56.0 

554 

50.3 

524 

44.1 

450 

Vegetable  Oil 

56.7 

120 

64.7 

130 

56.8 

116 

Oilseeds  and  Meal 

48.7 

235 

36.6 

133 

32.1 

149 

Tallow 

13.5 

44 

14.1 

37 

12.4 

38 

Cotton 

17.8 

7 

0.0 

0 

0.0 

0 

Other 

1.0 

Total  Cdimodities 

452.3 

2,656 

486.4 

2,866 

427.2 

2,627 

Ocean  Freight  Differential 

39.6 

45.3 

46.5 

Farmer-to-Farmer  Program 

1.1 

0.9 

Ocean  Freight  Financing 

16.1 

12.1  ■ 

15.0 

Ocean  Freight  Grants 

26.4 

10.4 

13.0 

Title  I  Program  Level 

534.4 

555.3 

502.6 

Tni£  II 

n   1992  Actual 

FY  1993 

Est.  * 

FY  1994 

Est.  .. 

($MU1) 

(000  MT) 

($Mill) 

(000  MT) 

($Mill) 

(000  MT) 

Wheat  &  products 

161.9 

978 

145.8 

915 

167.6 

1,006 

Feed  Grains  and  products 

46.6 

316 

33.3 

322 

38.2 

356 

Rice 

76.5 

242 

57.2 

194 

65.8  ' 

222 

Vegetable  Oil 

93.1 

137 

110.8 

156 

127.4 

170 

Soybean  Meal 

2.1 

9 

0.0 

0 

0 

0 

Pulses 

24.8 

79 

42.3 

109 

48.6 

123 

Non-fat  Dried  Milk 

3.7 

12 

0.0 

0 

0.0 

0 

Blended  Poods 

82.9 

263 

80.5 

306 

92.5 

336 

Total  Ccmcdities 

501.6 

2,036 

469.9 

2,002 

540.1 

2,213 

PVO  admin  cost 

10.0 

10.0 

10.0 

t Farmer-to-Farmer  Program 

11.4 

11.6 

11.7 

Ocean  Transportation 

280.8 

318.5 

270.1 

Ttotal  Program  Level 

803.8 

810.0 

831.9 

Thousand  Metric  Tans  Gr  Eq. 

2,217 

2,152 

2,394 

TlTLfc;  111 

FY  1992  Actual 

FY  1993 

Est. 

FY  1994 

Est. 

($Mill) 

(000  MT) 

($Mill) 

(000  MT) 

($Mill) 
124.7 

(OC 

10  MT) 

Wheat/vrtieat  flour 

207.2 

1503 

146.4 

997 

902 

Rice 

21.3 

66 

23.8 

94 

20.2 

68 

Feed  Grains 

39.2 

335 

18.8 

196 

16.0 

163 

Vegetable  Oil 

22.0 

47 

21.8 

90 

18.5 

96 

Tallow 

4.0 

13 

6.9 

18 

5.9 

16 

Beans 

0.6 

1 

0.0 

0 

0.0 

0 

Upland  cotton 

0.0 

0 

21.8 

15 

18.5 

12 

Total  Ccmodities 

294.3 

1,965 

239.5 

1,410 

203.8 
'79.2 

— 

1,257 

Ocean  Freight  Cost 

88.6 
0.0 



93.4 
"0.7  " 

Fanrer-to-Farmer  Program 

0.6 

Total  Program  Level 

382.9 

333.6 

283.6 

Thousand  Metric  Tons  Gr  Eq. 

1,970 

1,410 

1,257 
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DEBT  RESTRUCTURING 

Available  Funds 

1992  Actual  and  Estimated  1993  and  1994 


1992        1993         1994 
Itan  Actual    Estimated     Estimated 

Debt  restructuring  under  the  Enterprise  for 

the  Americas  Initiative  (EAI): 

Expected  Value  of  Loans  Forgiven        $72,950,000  a/  63,176,00C 

Subsidy  $40,000,000    32,574,000 

a/  Reflects  combined  expected  principal  loan  value  transferred  to  the  PL  480 
liquidating  account  as  a  result  of  EAI  debt  restructuring.  Under  EAI  debt 
restructuring,  the  P.L.  480  liquidating  account  must  be  reimbursed  for  the 
principal  loan  value  determined  on  a  net  present  value  basis. 


DEBT  RESTRUCTURING 


Expected  Value  of 

Loans  Forgiven  -  EAI Subsidy 


i^ropriations  Act,  1993  $72,950,000   $40,000,000 

Budget  Estimate,  1994  63^76,000    32,574^000 

Decrease  in  Amount  -9,774,000    -7,426,000 


SUMMARY  OF  INCREASES  AND  DECREASES 
(on  basis  of  appropriation) 


1993  Program        1994 

Item  of  Change  Estimated         Change      Estimated 

Expected  Value  of  Loans  Forgiver $72,950,000   -$9,774,000 $63/116_£0P0 

Subsidy  40,000,000 -7 ,426 ,  000    J12^574 ,000 
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PROJECT  STATEMEITr 


(on  basis  of  appropriation  and  available  funds) 


1992       1993  1994 

Project Actual    Estiinated_  Decrease     Estimated 

Debt  restructuring  under  the 
Enterprise  for  the  Americas 
Initiative  (EAI): 

Expected  Value  of  Loans  Forgiven     $72,950,000  -9,774,000  (1)  $63,176,000 

Subsidy  40,000,000  -7,426,000  (2)   32,574,000 


JUSTIFICATICW  OF  INCREASES  AND  DECREASES 
DEBT  RESTRUCTURING  PROGRAM  ACCCAJtfT 

{!)     A  decrease  of  $9.774  thousand  in  EAI  debt  restructuring  ($72,950  thousand 
estimated  for  FY  1993) 

Nature  of  Change;  This  decrease  will  allow  for  a  lower  level  of  debt 
forgiveness  under  EAI. 

(2)  A  decrease  of  $7,426  thousand  in  EAI  subsidy  ($40,000  thousand 
appropriated  for  FY  1993) 

Nature  of  Change;  This  decrease  in  subsidy  is  due  to  lower  levels  of 
anticipated  debt  forgiveness  under  EAI  in  response  to  the  President's  deficit 
reduction  proposals. 


Tuesday,  February  23,  1993. 

OFFICE  OF  INTERNATIONAL  COOPERATION  AND 

DEVELOPMENT 

WITNESSES 

CHARLES  J.  O'MARA,  ACTING  UNDER  SECRETARY,  INTERNATIONAL  AF- 
FAIRS AND  COMMODITY  PROGRAMS,  DEPARTMENT  OF  AGRICULTURE 

JOHN  MIRANDA,  ACTING  ADMINISTRATOR,  OFFICE  OF  INTERNATIONAL 
COOPERATION  AND  DEVELOPMENT 

PETER  HOGAN,  BUDGET  OFFICER,  OFFICE  OF  INTERNATIONAL  COOP- 
ERATION AND  DEVELOPMENT 

STEPHEN  B.  DEWHURST,  BUDGET  OFFICER,  DEPARTMENT  OF  AGRICUL- 
TURE 

Opening  Remarks 

Mr,  DuRBiN.  Next  we  will  hear  from  the  Office  of  International 
Cooperation  and  Development.  Your  statement  will  be  made  part 
of  the  record. 

[Clerk's  Note. — The  Acting  Administrator's  prepared  statement 
appears  on  pages  769  through  781.  The  Explanatory  Notes  were 
received  by  the  Committee  on  May  10,  1993  and  appear  on  pages  782 

through  800.1     

Mr.  O'Mara.  Would  you  like  to  go  directly  to  questions  or  would 
you  like  Mr.  Miranda  to  make  a  few  opening  remarks? 

Mr.  DuRBiN.  Mr.  Miranda,  do  that  and  then  we  will  ask  ques- 
tions. 

Mr.  Miranda.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittee,  for  the  opportunity  to  share  with  you  the  work  of 
USDA's  Office  of  International  Cooperation  and  Development. 

MISSION  OF  OICD 

Our  programs  are  aimed  at  strengthening  U.S.  agriculture's 
global  competitiveness  and  leadership.  At  the  same  time,  they  help 
support  economic  growth  in  the  developing  countries  of  Asia, 
Africa  and  Latin  America  and  in  the  emerging  democracies  of 
Eastern  Europe  and  the  former  Soviet  Union. 

O.I.C.D.  was  established  in  1978  and  was  given  responsibility  for 
the  Department  of  Agriculture's  programs  related  to  international 
scientific  and  technical  exchanges,  liaison  with  international  orga- 
nizations, international  technical  assistance  and  training  and  inter- 
national collaborative  research. 

The  agency  was  established  to  increase  efficiency  and  improve 
communication  within  the  department  regarding  international  de- 
velopment activities.  It  also  provided  a  much  needed  central  point 
of  contact  for  people  in  USDA,  other  Federal  £igencies,  the  univer- 
sity community  and  the  private  sector  who  needed  information  or 
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assistance  related  to  the  international  development  activities  of  the 
department. 

FY  1992  PROGRAMS 

In  fiscal  year  1992,  OICD  carried  out  its  work  with  a  budget  of 
$38.8  million.  Less  than  20  percent  of  this,  only  $7.2  million  came 
from  direct  appropriation.  The  largest  part  of  the  agency's  budget, 
$28.4  million,  came  from  the  reimbursable  technical  assistance,  re- 
search and  training  programs  that  OICD  manages.  These  programs 
are  funded  mainly  by  the  Agency  for  International  Development 
and  international  organizations  such  as  the  World  Bank. 

Trust  fund  programs  from  foreign  governments  in  technical  as- 
sistance and  training  added  another  $3.2  in  fiscal  1992. 

Our  job  at  OICD  is  to  manage  USDA's  international  programs, 
maximizing  the  benefits  to  both  the  United  States  and  other  coun- 
tries. We  do  this  by  reaching  out,  identifying  and  using  the  vast 
resources  available  in  the  U.S.  agricultural  and  scientific  communi- 
ties to  meet  the  needs  identified  by  the  various  organizations  who 
call  on  us. 

One  example  of  our  work  is  a  major  long-term  scientific  ex- 
change program  with  China,  a  country  with  a  vast  reservoir  of 
germplasm  resources  important  for  the  improvement,  protection 
and  continued  diversity  of  U.S.  crops. 

Our  programs  also  help  develop  a  strong,  healthy  U.S.  private 
sector.  Last  year,  we  sponsored  agribusiness  opportunity  missions 
for  U.S.  businessmen  and  women  in  Guatemala,  the  Dominican  Re- 
public, and  Jamaica.  Through  these  missions,  U.S.  entrepreneurs 
gain  the  opportunity  to  meet  and  develop  joint  partnerships  with 
their  counterparts  in  other  countries.  Developing  joint  ventures 
and  other  business  linkages  puts  American  companies  in  a  stronger 
position  to  gain  access  to  markets  for  U.S.  agricultural  and  other 
products. 

Part  of  building  strong  overseas  markets  for  U.S.  goods  and  serv- 
ices is  developing  future  trading  partners  to  purchase  these  com- 
modities. Through  our  Cochran  Fellowship  Program  USDA  trains 
young  professionals  from  middle-income  countries  and  emerging 
democracies  and  exposes  them  to  U.S.  systems,  goods  and  services 
to  foster  mutual  trade  and  promote  development. 

The  Cochran  Program  is  playing  an  especially  important  role  in 
USDA's  efforts  to  assist  Russia  and  the  other  new  republics  in  the 
former  Soviet  Union. 

We  are  also  heavily  involved  in  global  environmental  issues.  In  a 
current  major  undertaking  under  our  reimbursable  programs,  we 
are  working  closely  with  other  USDA  agencies  to  provide  technical 
assistance  to  the  Agency  for  International  Development's  national 
resource  projects  on  a  worldwide  basis. 

We  also  act  as  USDA's  liaison  with  international  organizations 
concerned  with  agriculture  such  as  the  Organization  for  Economic 
Cooperation  and  Development,  the  Food  and  Agriculture  Organiza- 
tion of  the  U.N.,  the  World  Food  Program  and  the  Inter-American 
Institute  for  Cooperation  in  Agriculture. 

In  addition  to  our  traditional  work  in  the  agricultural  sector, 
new  working  relationships  will  be  developed  as  follow-up  to  last 
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year's  United  Nations  Conference  on  the  Environment  and  Devel- 
opment. 

FY  1993  BUDGET 

For  fiscal  year  1993,  OICD's  appropriated  budget  is  again  $7.2 
million.  This  is  a  small  but  very  important  component  of  our  total 
budget,  which  is  projected  for  this  year  at  $45.7  million.  This 
budget  represents  a  22  percent  increase  in  our  reimbursable  and 
trust  fund  portfolio  for  fiscal  year  1992. 

As  I  mentioned  earlier,  OICD  draws  upon  the  resources  of  other 
USDA  agencies,  the  U.S.  Land  Grant  University  system,  other  fed- 
eral agencies  and  the  private  sector  to  carry  out  our  programs. 

We  are  actually  in  many  cases  the  agency  that  showcases  and 
provides  to  foreign  governments  and  institutions  abroad  the  signifi- 
cant talent  and  expertise  encompassed  in  U.S.  institutions.  In  fact, 
we  have  a  governmental  mission  and  responsibility  but  we  operate 
much  like  a  private  sector  entity  within  government  rules  and  reg- 
ulations. We  do  not  have  time  to  rest  on  our  laurels  because  such  a 
large  part  of  our  budget  comes  from  reimbursable  and  trust  funds, 
funds  we  must  obtain  and  maintain  through  proven  successes. 

In  closing,  I  would  like  to  refer  to  a  recently  released  study  on 
the  effects  of  developmental  programs  overseas.  It  reminds  us  of  an 
important  fact,  that  the  rural  poor  are  not  an  obstacle  to  economic 
recovery  but  the  very  key  to  producing  it.  To  quote  from  the 
report,  "Poverty  is  less  of  a  failure  of  the  poor,  than  a  failure  of 
policymakers  to  grasp  their  potential." 

We  at  OICD  do  understand  that  untapped  potential.  We  well  rec- 
ognize that  the  world  is  a  global  village,  whether  viewed  from  the 
perspective  of  trade,  nutrition  and  health  or  the  environment. 
OICD  is  proud  of  the  role  it  plays  in  helping  both  U.S.  agriculture 
and  the  global  village  preserve  and  strengthen  the  vital  agricultur- 
al sector. 

We  continue  to  be  USDA's  window  to  the  world  and  provide  a 
unique  service  to  the  department  for  U.S.  farmers  and  their  neigh- 
bors worldwide. 

Thank  you. 

GRAMEEN  BANK 

Mr.  DuRBiN.  Thank  you,  sir.  Are  you  familiar  with  the  Grameen 
Bank  in  Bangladesh? 

Mr.  Miranda.  Yes,  I  am,  sir. 

Mr.  DuRBiN.  Have  you  done  any  work  with  that  concept? 

Mr.  Miranda.  Not  within  the  U.S.  Government.  The  Internation- 
al Fund  for  Agricultural  Development,  of  course,  was  the  organiza- 
tion that  piloted  that  effort  and  we  work  with  that  international 
organization  and  have  hopefully  pushed  them  somewhat  into 
trying  to  use  that  concept  to  put  it  into  other  countries  like  the 
Sudan. 

Mr.  DuRBiN.  I  was  amazed  at  that.  I  saw  first  hand  in  the  vil- 
lages what  it  had  done,  the  impact  of  that  concept  which  basically 
is  just  a  small  loan  to  an  individual  to  get  started,  buy  a  milk  cow, 
do  something  that  might  enhance  their  income  producing  ability. 
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There  is  such  a  team  concept  to  paying  off  the  loan  that  they  have 
a  very,  very  low  default  rate. 

What  amazed  me  about  that  program  was  not  just  that  it  was 
dramatically  enhancing  the  lives  of  the  people  involved  but  also 
the  impact  that  it  had  on  women  in  that  country. 

Mr.  Miranda.  Yes. 

Mr.  DuRBiN.  They  were  very  actively  involved  in  the  project  and 
it  led  to  the  elimination  or  diminution  of  dowries,  more  women 
being  educated,  more  birth  control  efforts  in  that  country.  Such  a 
fundamental  basic  concept  of  loaning  $100  to  a  person  who  is 
penniless.  And  I  am  glad  to  hear  that  you  are  familiar  with  it  and 
working  with  it. 

Mr.  Miranda.  It  is  one  of  IFAD's  most  successful  programs  and 
something  that  we  are  certainly  supporting. 

Mr.  DuRBiN.  Certainly  in  developing  countries  I  think  it  has 
great  potential. 

PROGRAM  OR  FUNDING  CHANGES 

Have  there  been  any  significant  changes  either  in  how  you  will 
use  your  appropriated  funds  or  how  you  will  use  the  funds  from 
AID  since  you  last  testified  before  the  Committee?  In  other  words, 
have  you  made  any  significant  changes  to  your  fiscal  year  1993  pro- 
gram from  what  you  proposed  to  the  Committee  at  this  time  last 
year? 

Mr.  Miranda.  There  have  been  no  significant  changes  to  OICD 
programs  compared  to  what  we  proposed  last  year. 

SCREWWORM 

Mr.  DuRBiN.  Last  year,  we  talked  a  little  bit  about  the  eradica- 
tion of  the  screwworm  from  Libya  that  was  funded  by  a  consortium 
of  14  countries  and  six  multilateral  agencies.  At  that  time,  you  ad- 
vised us  that  a  follow-up  program  of  surveillance,  monitoring,  and 
quarantine  would  continue  through  October  1992.  Has  that  work 
all  been  completed  now? 

Mr.  Miranda.  Yes,  it  has.  The  eradication  effort  was  completed 
in  June  of  1992  and  surveillance  continued  through  October.  More 
than  134,000  animals  were  inspected  and  no  evidence  was  found  of 
the  New  World  Screwworms. 

MIDDLE-INCOME  COUNTRY  TRAINING  PROGRAM 

Mr.  DuRBiN.  How  many  students,  and  from  what  countries,  were 
selected  to  participate  in  the  Middle-Income  Country  Training  Pro- 
gram during  fiscal  year  1992? 

Mr.  Miranda.  In  fiscal  year  1992,  a  total  of  472  participants  from 
21  countries  received  training  under  the  MIC  Program,  which  is 
also  known  as  the  Cochran  Fellowship  Program.  We  will  provide  a 
listing  of  the  number  of  students,  by  country,  for  the  record. 

[The  information  follows:] 

Number  of 
Region/Country:  Participants 

Asia 

Korea 18 

Taiwan 11 

Malaysia 15 
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Number  of 
Region/Country:  Participants 

Singapore 8 

Hong  Kong 3 

China  (Guongdon  Province) 27 

Thailand 9 

Subtotal 91 

Non-EC  Europe: 

Turkey 15 

Yugoslavia 2 

Poland 80 

Hungary 19 

Czechoslovakia 113 

Bulgaria 43 

Subtotal 272 

Latin  America/ Africa/Middle  East: 

Mexico 50 

Venezuela 25 

Cote  d'lvoire 5 

Algeria 8 

Trinidad  &  Tobago 6 

Barbados  &  West  Indies 3 

Colombia 8 

Panama 4 

Subtotal 109 

Total 472 

1993  MIC  PROGRAM 

Mr.  DuRBiN.  What  is  the  current  status  of  the  1993  program? 
How  many  students  will  be  selected  and  what  countries  will  be  in- 
volved? 

Mr.  Miranda.  By  mid-April  1993,  Cochran  Program  staff  will 
have  completed  interviews  in  the  countries  listed  above,  with  the 
exception  of  Yugoslavia.  The  program  in  Yugoslavia  has  been  sus- 
pended. In  addition,  Czechoslovakia  is  now  split  into  two  countries: 
the  Czech  Republic  and  Slovakia.  We  anticipate  a  total  of  350  to 
400  participants  from  these  countries  in  1993.  As  in  1992,  some 
A.I.p.  and  Emerging  Democracies  Program  funding  will  be  made 
available  to  the  program  in  order  to  expand  the  number  of  partici- 
pants from  Eastern  Europe. 

Mr.  DuRBiN.  With  the  collapse  of  the  Soviet  Union,  have  you 
been  expanding  the  number  of  students  from  those  countries? 

Mr.  Miranda.  Yes.  OICD  received  funding  under  USDA's  Emerg- 
ing Democracies  Program  in  late  1992  to  initiate  the  program  in  10 
of  the  12  newly  independent  states  of  the  former  Soviet  Union.  As 
of  march  1993,  the  program  has  been  started  in  8  of  these  coun- 
tries: Russia,  Belarus,  Ukraine,  Kazakhstan,  Armenia,  Kyrgystan, 
Uzbekistan,  and  Turkmenistan.  So  far,  over  100  participants  have 
been  selected,  and  we  anticipate  that  approximately  60  more  will 
participate  this  fiscal  year.  The  Cochran  Program  will  be  intro- 
duced in  Georgia  and  Moldova  in  the  Spring  of  1993.  We  have  not 
initiated  programs  in  Azerbaijan  or  Tajikistan. 

Mr.  DuRBiN.  Please  provide  for  the  record  an  object  classification 
table  for  the  program  in  fiscal  years  1992  and  1993. 

[The  information  follows:] 


FY  1992 

FY  1993 

actual 

estimate 

.      $373,530 

$387,732 

89,710 

88,003 

202,963 

174,800 

6,981 

1,000 

19,996 

11,415 

151 

500 

515,010 

515,049 

10,402 

500 

502 

0 

604,936 

645,000 
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OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT,  COCHRAN  FELLOWSHIP  PROGRAM, 

OBJECT  CLASS  TABLE,  FY  1992  AND  1993 

Object  class  and  description 
i 

1 1  Personnel  Compensation 

12  Personnel  Benefits 

21  Travel 

22  Transportation  of  Things 

23  Communications  and  Utilities 

24  Printing 

25  Contracts 

26  Supplies 

31  Equipment 

41  Grants 

Total 1,824,000       1,824,000 


AID  FUNDING 

Mr.  DuRBiN.  What  is  the  current  estimate  of  AID  funding  for 
fiscal  year  1993? 

Mr.  Miranda.  For  fiscal  year  1993,  the  current  estimate  for  AID 
funding  is  approximately  $27.1  million. 

JAPANESE  BEETLE  PROJECT 

Mr.  DuRBiN.  Please  describe  for  the  Ck)mmittee  the  Japanese 
Beetle  project  and  what  role  you  play  in  it.  You  might  also  explain 
the  background  on  this  project. 

Mr.  Miranda.  The  U.S.  Air  Force,  in  cooperation  with  the  Portu- 
guese, operates  a  major  air  base  at  Lajes  on  Terceira  Island  in  the 
Azores.  In  1970,  a  Japanese  beetle  infestation  was  discovered  on 
the  island  and,  although  the  U.S.  Government  has  never  accepted 
responsibility  for  introducing  the  insect,  the  infestation  has  been 
an  issue  between  the  two  governments,  particularly  in  negotiations 
for  U.S.  rights  to  use  the  base. 

In  1985,  OICD,  ARS,  and  APHIS  carried  out  a  feasibility  study 
on  Terceira  in  cooperation  with  the  Regional  Government  of  the 
Azores  and  funded  by  the  U.S.  Air  Force.  The  study  culminated  in 
a  joint  U.S.-Portuguese  recommendation  for  a  biological  control 
program  to  suppress  the  beetle  population  and,  in  fiscal  year  1989, 
Congress  appropriated  $1  million  to  the  Air  Force  for  such  a  pro- 
gram. 

The  Air  Force  requested  USDA  assistance  and  OICD  was  given 
the  role  of  coordinating  the  project.  Working  closely  with  the  Re- 
gional Grovernment  of  the  Azores,  other  USDA  agencies,  particular- 
ly ARS  and  APHIS,  and  the  Departments  of  Defense  and  State, 
OICD  has  coordinated  program  activities  under  the  Japanese 
Beetle  Suppression  Program.  This  included  hiring  a  USDA  Biologi- 
cal Control  Advisor  to  set  up  the  program  during  22  months  in  res- 
idence on  Terceira.  OICD  also  arranged  for  a  quarantine  specialist 
from  APHIS  to  review  Azores'  quarantine  regulations  and  recom- 
mend adjustments.  OICD  has  coordinated  short-term  training 
courses  in  the  U.S.  for  Azorean  staff  of  the  project,  visits  of  consult- 


761 

ants  from  the  U.S.  to  the  project,  as  well  as  the  purchase  of  equip- 
ment and  supplies. 

OTHER  SERVICES 

Mr.  DuRBiN.  FHease  provide  for  the  record  a  sub-object  class 
breakdown  for  your  "Other  Services"  account,  similar  to  the  one 
provided  in  previous  years,  showing  the  1992  estimate,  the  1992 
actual,  the  1993  estimate,  and  the  1993  current  estimate. 

[The  information  follows:] 

OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT— DETAIL  BY  OBJECT  CLASS  25 

[By  sub-object] 

1992  ,„, ,,,,,,,  1993         1993  current 

estimate        '^^'^  ^"''^'       estimate         estimate 

2500    Other  Services 0 

2509  NFC  Agency  Specific  Costs 0 

2510  Contractual  Services  Performed $2,136 

2512  NFC  Services 104,982 

2513  WCF  Equipment  Use 0 

2514  FPS  (Security) 0 

2517  Design  Center  Services 56 

2518  Video  and  Rim  Center  Services 0 

2520  Personnel  Related  Expenditures , 0 

2521  Temporary  Storage/HtIG 4,020 

2523  Training,  Tuition,  Fees 422,880 

2524  Security  Investigation  Charges 3,177 

2525  Reimbursable  Details 0 

2527  Representation  and  Courtesies 242 

2530  Repair,  Alteration,  Maintenance 41 

2535  Office  Equipment  Repair 2,004 

2538  Telephone  Equipment  Repair 404 

2539  Office  Furniture  Repair 533 

2540  Contractual  Services 22,674 

2548  ADP  Online  Data  Retrieval  Svc 0 

2550  Agreements 544,849 

2554  Research 548,673 

2559  Reimbursable  Agreements 189,975 

2563  Kansas  City  Computer  Center 0 

2570  Miscellaneous  Services 101,704 

2572  USDA  Bulk  Shipment— GPO 0 

2575  Other  Non-Travel  Expenses 20,668 

2576  Medical  and  Dental  Care 0 

2579  Legal  Fees 0 

2580  Fees 477 

2581  Money  Order  Fees 2,183 

2592  Distributed  Overhead 0 


0 

0 

0 

$3,889 

$3,977 

$3,977 

0 

0 

0 

93,742 

95,867 

95,867 

845 

864 

864 

17,767 

18,170 

18,170 

1,450 

1,483 

1,483 

93 

95 

95 

552 

565 

565 

1,540 

1,575 

1,575 

270,487 

276,620 

276,620 

10,886 

0 

0 

496 

507 

507 

1,874 

1,917 

1,917 

38,233 

39,100 

39,100 

10,652 

10,894 

10,894 

7,846 

8,024 

8,024 

2,297 

2,349 

2,349 

291,348 

297,954 

297,954 

3,155 

3,226 

3,226 

242,718 

248,221 

248,221 

683,548 

699,046 

699,046 

303,809 

310,697 

310,697 

1,469 

1,503 

1,503 

127,250 

130,135 

130,135 

11 

11 

11 

10,529 

10,768 

10,768 

4,245 

4,341 

4,341 

688 

704 

704 

14,124 

14,444 

14,444 

9 

9 

9 

100 

0 

0 

Total 1,971,678     2,145,652     2,183,066     2,183,066 


SUPPLIES  AND  MATERIALS 

Mr.  DuRBiN.  Please  provide  a  similar  table  for  the  "Supplies  and 
Materials"  account  and  also  for  the  "Equipment"  account. 
[The  information  follows:] 
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OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT-DETAIL  BY  OBJECT  CLASS  26 

[By  sub-object] 

1992  ,00,  ,.,,,51  1993  1993  current 

estimate  "'^'^  ^""^'  estimate  estimate 

2600    Supplies  and  Materials $11,847  $15,771  $13,138  $13,138 

2630    ADP  Related  Supplies 0  60  50  50 

2632    ADP  Software  (noncapitalized) 6,675  6,346  5,286  5,286 

2639    Other  ADP  Supplies  and  Materials 51,661  23,969  19,966  19,966 

2660    Subscriptions/Pamphlets/Document 8,023  8,684  7,234  7,234 

2670  Supplies  and  Materials  (General) 3,618  2,365  1,970  1,970 

2671  Central  Supply  Stores 16,603  23,709  19,749  19,749 

2672  Copier  Supplies 38  0  0  0 

2676  Telephone  Service  Supplies 1,118  72  60  60 

2677  Central  Supply  Forms 852  1,033  861  861 

2680    GSA  FEDSTRIP  Supplies 570  274  228  228 

Total 101,005  82,284  68,543,  68,543 


OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT— DETAIL  BY  OBJECT  CLASS  31 

[By  sub-object] 

1992  ,000  ,r,„,|  1993  1993  current 

estimate  ^^^^ '""''  estimate  estimate 

3100    Equipment 0  $15,037  $11,721  $11,721 

3112    Capitalized  Furniture/Equipment 0  0  0  0 

3116    Capitalized  ADP  Software 0  35,690  27,820  27,820 

3118    Capitalized  Telephone  Equipment $1,225  0  0  0 

3124  Capitalized  ADP  Equipment 73,430  59,635  46,484  46,484 

3125  Capitalized  Office  Machines 0  7,968  6,211  6,211 

3140  Noncapitalized  Equipment 2,045  4,168  3,249  3,249 

3141  Other  (High  Risk  Sensitive) 0  10,075  7,853  7,853 

3142  Furniture  (High  Risk  Sensitive) 3,459  2,179  1,698  1,698 

3143  Noncapitalized  Radio/Communication 269  0  0  0 

3144  Noncapitalized  ADP  Equipment 502  0  0  0 

3145  Noncapitalized  Office  Machines 268  359  280  280 

Total 81,198  135,110  105,316  105,316 


TRAINING  RETREATS 

Mr.  DuRBiN.  During  fiscal  year  1992  and  to  date  for  fiscal  year 
1993,  have  any  retreats  been  held  for  OICD  employees?  If  so,  where 
were  they  held,  how  many  people  attended,  and  what  was  the  total 
cost? 

[The  information  follows:] 

OICD  organizational  unit  Location  Number         Cost 

Personnel/EEO/Travel Beltsville 

Research  and  Exchanges  Division George  Mason  University 

Food  Industries  Division Rosstyn,  VA 

Development  Resources  Division/Inter-American  and  International  Programs  Arlington,  VA 

Branch. 


11 

No  cost 

26 

$3,406 

34 

$250 

6 

$1,080 
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REPRESENTATION  EXPENSES 

Mr.  DuRBiN.  You  are  allowed  $3,000  for  representation  expenses. 
How  have  these  funds  been  used  in  fiscal  year  1992  and  to  date  for 
fiscal  year  1993?  Please  furnish  the  function,  the  date,  and  the  cost 
of  each  event. 

[The  information  follows:] 

Function  Date  Cost 

FY  1992: 

Reception  for  Chinese  Agricultural  Delegation 11/25/91  $810.18 

Reception  for  U.S.  Candidate  for  WFP  Executive  Directorate  at  State  Department 2/19/92  1,000.00 

Reception  for  U.S.-Venezuela  Agricultural  Commission 3/20/92  350.00 

Reception  For  Canadian  Consultation  Meetings 5/8/92  100.00 

Reception  for  Canadian  Consultation  Meetings 9/29/92  87.05 

Total 2,347.23 

FY  1993: 

Reception  for  U.S.-lreland  Joint  Working  Group 12/30/92         $85.89 

Dinner  for  U.S.-China  Liaison  Secretaries  Meeting 1/20/93         317.87 

Total 403.76 


OPERATION  FAST 

Mr.  DuRBiN.  What  is  the  current  status  of  Operation  FAST?  You 
might  first  describe,  for  the  record,  what  this  program  is  and  then 
describe  for  the  Committee  what  you  will  be  doing  during  fiscal 
year  1993. 

Mr.  Miranda.  Operation  FAST  is  a  program  aimed  at  redesign- 
ing and  enhancing  the  performance  of  the  financial  and  adminis- 
trative systems  of  OICD.  It  includes  two  components:  the  recruit- 
ment and  retention  of  the  personnel  needed  to  develop  and  manage 
those  systems,  and  the  acquisition  or  design  of  the  systems  tools 
necessary  for  effective  operation.  The  recruitment  and  retention  of 
personnel  was  implemented  immediately  and  accounts  for  60  per- 
cent of  the  FAST  budget. 

The  redesigned  or  newly  developed  systems  include  the  establish- 
ment of  a  local  area  ADP  network,  based  on  the  client-server 
model,  for  the  Agency,  with  capability  for  remote  access,  electronic 
mail,  and  resource  sharing  in  printing  and  applications  software 
such  as  word  processing,  spreadsheets,  and  databases.  It  includes 
the  installation  of  microcomputers  for  all  OICD  employees,  and 
connection  to  the  USDA  Local  Area  Network  for  data  and  video 
services  and  access  to  external  telecommunication  services.  We 
have  or  are  developing  new  applications  systems — such  as  the 
Country  and  Project  Reporting  System — to  manage  information 
more  efficiently,  and  we  are  pilot  testing  a  new  telephone  system 
to  replace  the  worn  out  system  in  the  Agency. 

In  FY  1993,  we  plan  to  install  several  more  powerful  microcom- 
puters in  select  offices  to  improve  the  processing  of  management 
information,  to  establish  better  telecommunications  links  with  the 
National  Finance  Center  to  facilitate  improved  funds  control,  and 
to  upgrade  the  local  area  network  to  handle  the  greater  demands 
in  usage  and  applications  development.  We  plan  to  build  on  the 
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pilot  test  of  the  new  telephone  technology  to  upgrade  the  agency's 
telephone  system.  We  will  also  continue  the  development  of  auto- 
mated systems  to  improve  the  operations  and  provide  better  man- 
agement information  for  the  agency. 

UNITED  STATES-ISRAEL  BINATIONAL  AGRICULTURAL  RESEARCH  AND 

DEVELOPMENT  FUND   (BARD) 

Mr.  DuRBiN.  What  is  the  total  amount  of  U.S.  funding  provided 
to  BARD  and  what  years  were  the  funds  provided? 

Mr.  Miranda.  A  total  of  $55  million  was  provided  by  the  United 
States  to  BARD.  The  United  States  and  Israel  each  contributed  $40 
million  in  1978  to  establish  the  BARD  endowment.  An  additional 
$15  million  was  provided  by  each  country  in  1984.  The  interest 
from  this  endowment  fund  is  used  to  support  the  joint  research 
projects. 

Mr.  Durbin.  What  research  grants  were  awarded  by  BARD 
during  fiscal  year  1992? 

Mr.  Miranda.  Thirty-four  new  three-year  joint  research  projects 
averaging  $220,000  each  were  selected  to  start  in  1992.  Two  new 
one-year  feasibility  projects  were  also  selected  with  $50,000  ap- 
proved for  each.  The  funds  are  shared  nearly  equally  between  U.S. 
and  Israeli  research  institutions  for  each  project. 

FOREIGN  CURRENCY  RESEARCH  PROGRAM 

Mr.  DuRBiN.  What  foreign  currencies  are  currently  in  surplus? 

Mr.  Miranda.  As  far  as  we  know,  there  are  no  "excess  foreign 
currencies"  available. 

Mr.  DuRBiN.  What  grants  have  been  awarded  under  this  pro- 
gram to  date  for  fiscal  year  1993? 

Mr.  Miranda.  No  grants  were  awarded  by  USDA  under  this  pro- 
gram in  fiscal  year  1992  or  1993.  In  former  years,  OICD  had  an 
annual  appropriation  for  "Scientific  Activities  Overseas — Foreign 
Currency  Program."  The  last  year  in  which  we  received  this  fund- 
ing was  FY  1991.  In  Section  1512  of  the  1990  FACT  Act,  the  Con- 
gress amended  the  Agricultural  Trade  Development  and  Assistance 
Act  of  1954  to  authorize  several  uses  for  foreign  currencies  received 
as  payments  under  the  P.L.  480  Title  I  concessional  sales  program, 
including  agricultural,  forestry  and  aquaculture  research.  Any 
such  local  currency  sales  are  considered  a  grant  and,  therefore,  a 
100  percent  credit  subsidy  for  purposes  of  Title  I  programming 
under  the  Credit  Reform  Act.  This  makes  sales  for  foreign  curren- 
cies more  expensive,  in  terms  of  allocating  credit  budget  authority, 
than  sales  for  dollars.  USDA  has  not  signed  any  fiscal  year  1993 
Title  I  programs  with  local  currency  components,  so  no  funds  are 
available  for  this  program. 

Mr.  Durbin.  What  is  the  current  unobligated  balance  for  this 
program? 

Mr.  Miranda.  The  current  unobligated  balance  for  scientific  Ac- 
tivities Overseas  is  $60,000. 

Mr.  Durbin.  Let  me  see  if  my  colleague  Mr.  Pastor  has  any  ques- 
tions. 


765 

INTERNATIONAL  RESEARCH 

Mr.  Pastor.  What  type  of  research  are  you  involved  in  assisting 
or  carrying  out?  Just  give  me  a  flavor  of  some  of  the  work  you  do. 

Mr.  Miranda.  I  would  be  happy  to,  Mr.  Pastor. 

We  are  involved  in  quite  a  bit  of  international  research  either 
funded  by  foreign  currencies  or  some  of  our  appropriated  funds. 
Right  now,  we  had  as  of  last  year  164  projects  going  on  in  a 
number  of  countries.  Pest  disease  prevention  and  control,  germ- 
plasm  and  genetic  improvement,  soil  and  water  resources,  forestry 
and  wood  products,  post-harvest  technology,  new  crops  and  animal 
improvement,  dry  land  agriculture,  aquaculture  and  human  nutri- 
tion. 

And  a  lot  of  these  programs  are  done  in  collaboration  with  other 
countries  for  benefits  both  to  the  U.S.  and  to  the  foreign  govern- 
ment. 

For  example,  with  Egypt,  under  our  AID  funded  agreement, 
there  is  a  national  agriculture  research  project  where  we  just 
issued  28  cooperative  research  agreements  for  that  country  study- 
ing things  like  viruses  that  pertain  both  to  the  U.S.  and  to  Egjrpt. 

FORESTRY  PROGRAMS 

Mr.  Pastor.  Are  you  involved  in  any  reforestation  projects? 
Bringing  back  the  trees  in  countries  that 

Mr.  Miranda.  We  manage  some  very  large  programs  for  AID  in 
conjunction  with  the  Forest  Service  that  provide  technical  exper- 
tise to  the  AID  missions  worldwide  on  forestry,  natural  resources 
and  environmental  issues.  I  do  not  have  the  specifics  on  these 
projects.  When  our  technical  experts  go  out,  they  usually  provide 
technical  expertise  to  missions  and  help  set  up  projects,  help  set  up 
the  planning  in  countries  for  those  projects  to  do  some  of  that  kind 
of  work.  Specifically  I  can  not  give  you  the  details  now,  but  we 
could  provide  that  for  you. 

[The  information  follows:] 

The  Department  of  Agriculture's  Forest  Service  works  closely  with  OICD  in  sup- 
port of  a  large  worldwide  Forestry  Support  program  for  the  Agency  for  Internation- 
al Development  (A.I.D.).  Through  this  program,  technical  expertise  in  Forestry  is 
provided  to  A.I.D.'s  missions  overseas.  However,  there  are  no  current  projects 
having  to  deal  with  reforestation  overseas  at  the  present  time. 

Mr.  Pastor.  In  your  testimony,  you  talk  about  research  in  other 
countries  on  particular  fungi  or  bacteria  due  to  quarantine  laws  here 
in  the  United  States. 

Mr.  Miranda.  Yes,  sir.  There  are  some  examples  where  it  would 
be  dangerous  to  bring  in  certain  fungi  or  other  organisms  that  are 
related  to  a  particular  country.  But  we  want  to  do  some  research  in 
that  country  on  that  organism  because  there  is  a  chance  that  it 
might  get  to  the  U.S.  because  of  the  way  things  travel  around  these 
days.  It  is  very  easy  to  get  from  one  area  to  another.  So  we  do  re- 
search on  particular  items  that  may  be  dangerous  to  American  ag- 
riculture. 

SWEET  POTATO  WHITE  FLY 

Mr.  Pastor.  I  have  a  particular  interest  in  the  white  fly.  Are  you 
funding  any  research  outside  of  this  country  on  white  fly? 
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Mr.  Miranda.  We  have  done  some  research.  I  do  not  have  the 
specifics  of  that  right  now  but  we  can  provide  that  for  you. 
[The  information  follows:] 

OICD  cooperates  with  U.S.  university,  state  and  federal  laboratories  by  providing 
the  international  component  of  domestic  research  aimed  at  controlling  exotic  pests. 
The  major  foreign  contribution  usually  is  through  the  search  for,  evaluation  of,  and 
introduction  into  the  United  States  of  the  pests'  natural  enemies. 

The  following  page  briefly  describes  efforts  supported  by  OICD  in  1992  that  pro- 
vided biological  control  organisms  from  India,  Nepal,  and  Pakistan  to  help  control 
the  sweet  potato  white  fly. 

Access  to  Natural  Enemies  of  the  Sweet  Potato  White  Fly  (SPWF) 

Background.  The  sweet  potato  white  fly,  Bemesia  tabaci,  (SPWF)  is  a  major  agri- 
cultural pest  worldwide.  It  infests  more  than  500  plant  species  representing  74  fami- 
lies. Recently  it  has  inflicted  astronomical  losses  in  agriculture  in  California,  Arizo- 
na, Texas  and  elsewhere  in  the  United  States.  In  certain  areas  it  has  reduced  melon 
production  by  over  80%  and  now  severely  threatens  production  of  cotton  and  virtu- 
ally every  winter  vegetable.  In  addition  to  losses  caused  directly  by  its  feeding,  the 
sweet  potato  white  fly  also  is  an  important  vector  of  plant  disease,  particularly  vi- 
ruses. Nineteen  viruses  are  known  to  be  transmitted  by  SPWF,  including  several 
mosaic  and  leaf-curl  viruses.  SPWF  is  resistant  to  most  insecticides.  Despite  massive 
spraying,  its  numbers  continue  to  increase. 

The  center  of  origin  of  SPWF — and  its  natural  enemies — is  thought  to  be  the 
Indian  subcontinent.  A  thorough  search  in  that  region  for  natural  enemies,  and 
study  of  their  interaction  with  SPWF,  should  permit  selection  of  organisms  suitable 
for  use  in  the  integrated  pest  management  of  SPWF.  Introduction  to  the  U.S.  of  or- 
ganism selected  for  their  ability  to  reduce  SPWF  under  a  range  of  environmental 
conditions  will  contribute  importantly  to  the  control  of  SPWF  in  many  crops. 

Funding  and  Implementation.  Using  appropriated  funds  authorized  by  Congress 
under  The  Office  of  International  Cooperation  and  Development  (OICD)  budget  line 
item  "Administration  of  International  Research",  the  Research  and  Scientific  Ex- 
change Division  (RSED)  made  it  possible  for  USDA  biological  control  specialists  to 
make  field  observations  on  the  natural  enemies  of  SPWF  throughout  the  Indian 
subcontinent,  and  to  collect  and  ship  to  U.S.  cooperators  several  pathogens  and  par- 
asitoids  of  SPWF. 

Results.  March  2-22,  1992,  collections  of  Bemesia  tabaci  and  its  natural  enemies 
were  made  at  three  locations  in  Pakistan  and  several  sites  in  Nepal.  Leaves  infested 
with  white  flies  and  their  natural  enemies,  including  pathogen-infected  SPWF,  were 
shipped  to  the  USDA- APHIS  quarantine  facility  in  Mission,  Texas. 

A  second  round  of  collections  was  made  September  1-23,  timed  to  collect  the  late 
season  component  of  the  natural-enemy  complex.  Meanwhile,  cooperators  in  Paki- 
stan made  regular  shipments  between  April  and  September.  In  this  way,  the  poten- 
tial for  finding  effective  predators  and  pathogens  of  SPWF  was  maximized. 

The  collections  of  parasitic  insects  and  pathogenic  fungi  in  the  Indian  subconti- 
nent in  September  were  among  the  most  productive  so  far.  Twelve  shipments  from 
Pakistan,  Indian  and  Nepal  all  arrived  in  good  condition  at  quarantine  facilities  in 
the  U.S.,  and  currently  are  being  evaluated  for  biocontrol  potential. 

Mr.  Pastor.  Okay.  Thank  you. 

Mr.  DuRBiN.  Thank  you,  Mr.  Pastor.   Mr.  Skeen? 

U.S.  agriculture's  GLOBAL  COMPETITIVENESS 

Mr.  Skeen.  Mr.  Miranda,  I  know  you  mentioned  in  your  testimo- 
ny that  part  of  your  mission  is  to  enhance  U.S.  agriculture's  global 
competitiveness  through  access  to  new  technology.  Would  you  give 
the  Committee  an  update  of  your  recent  successes  in  this  effort? 

Mr.  Miranda.  OICD's  solicitation  and  selection  of  proposals  for 
scientific  exchanges  and  collaborative  research  for  1993  and  beyond 
places  special  emphasis  on  providing  access  for  USDA  and  U.S. 
university  scientists  to  international  research  and  development  of 
non-food  and  non-feed  uses  for  agricultural  products. 
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As  an  example,  one  of  the  projects  under  USDA's  trinational  pro- 
gram involving  U.S.,  Israeli,  and  Egyptian  scientists  conducts  work 
on  plastic  mulch  made  from  soybean  or  other  vegetable  oils  to  be 
used  for  "solarization"  of  soil  to  control  weeks,  nematodes  and  soil- 
borne  plant  pathogens.  The  unique  feature  of  this  material  is  that 
it  biodegrades  in  several  weeks,  eliminating  the  need  for  removal 
and  disposal  of  the  cover  after  the  soil  is  treated. 

Indian  research  results  from  a  U.S.-India  collaborative  research 
project  have  direct  implications  for  improving  management  of  irri- 
gated salt-affected  agricultural  systems  in  the  San  Joaquin  Valley 
of  California,  and  other  areas  of  the  western  U.S.  Research  under 
this  project  produced  several  state-of-the-art  computer  programs 
and  associated  management  tools  useful  to  many  specialists  work- 
ing on  problems  of  soil  and  groundwater  salinization  in  irrigated 
agricultural  areas. 

Long-term  joint  research  projects  with  Ireland  were  funded  in 
1993,  including  three  that  are  aimed  at  developing  new  technol- 
ogies to  benefit  U.S.  agriculture.  These  include  using  new  instru- 
mental and  molecular  modelling  techniques  to  develop  new  high- 
value  dairy  food  products;  developing  diagnostic  assays  and  vac- 
cines for  diseases  which  affect  the  cattle  industry  in  the  United 
States,  Ireland,  and  other  countries;  and  studying  the  regulation  of 
ammonium  uptake  by  corn  root  systems  in  order  to  develop  the 
more  efficient  and  economical  use  of  nitrogen  fertilizers  and  to 
minimize  surface  and  groundwater  pollution. 

budget/resources 

Mr.  Skeen.  I  know  you  offer  technical  assistance  and  expertise  to 
ensure  economic  growth.  Did  last  year's  budget  request  give  you 
the  necessary  resources  to  accomplish  this  task? 

Mr.  Miranda.  Yes.  Last  year's  budget  request  provided  the  re- 
sources necessary  to  accomplish  this  task. 

Mr.  Skeen.  What  are  the  major  types  of  technical  assistance  re- 
quested by  other  countries  for  your  services? 

Mr.  Miranda.  One  of  the  major  types  of  technical  assistance  re- 
quested by  other  countries  is  focused  in  the  area  of  natural  re- 
sources and  the  environment,  including  environmental  training 
and  education.  Other  areas  relate  to  agricultural  technical  infor- 
mation, soil  and  water  conservation,  plant  protection  and  quaran- 
tine technology,  and  agricultural  statistics.  We  are  also  often  asked 
to  provide  specialized  training,  especially  in  the  areas  of  agricultur- 
al economics,  natural  resources,  extension  and  rural  development, 
computer  applications  in  agriculture,  and  sustainable  agricultural 
development. 

FINANCIAL  AND  ADMINISTRATIVE  SYSTEM  TRACKING 

Mr.  Skeen.  In  last  year's  testimony  we  discussed  your  request  for 
$495,000  for  Financial  and  Administrative  Systems  Tracking. 
Would  you  give  me  an  update  on  that  request? 

Mr.  Miranda.  The  Committee  recommended  and  Congress  ap- 
proved $563,000  for  Financial  and  Administrative  Systems  Track- 
ing. 

This  program  is  aimed  at  redesigning  and  enhancing  the  per- 
formance of  the  financial  and  administrative  systems  of  OICD.  It 
includes  two  components:  the  recruitment  and  retention  of  the  per- 
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sonnel  needed  to  develop  and  manage  those  systems,  and  the  acqui- 
sition or  design  of  the  systems  tools  necessary  for  effective  oper- 
ation. 

The  redesigned  or  newly  developed  systems  include  the  establish- 
ment of  a  local  area  ADP  network,  based  on  the  client-server 
model,  for  the  Agency,  with  capability  for  remote  access,  electronic 
mail,  and  resource  sharing  in  printing  and  applications  software 
such  as  word  processing,  spreadsheets,  and  databases.  It  includes 
the  installation  of  microcomputers  for  all  OICD  employees,  and 
connection  to  the  USDA  Local  Area  Network  for  data  and  video 
services  and  access  to  external  telecommunication  services.  We 
have  or  are  developing  new  applications  systems — such  as  the 
Country  and  Project  Reporting  System — to  man£ige  information 
more  efficiently,  and  we  are  pilot  testing  a  new  telephone  system 
to  replace  the  worn  out  system  in  the  Agency. 

GATT 

Mr.  Skeen.  Would  you  provide  me  with  an  update  of  your  agen- 
cy's participation  in  the  GATT  talks? 

Mr.  Miranda.  OICD  has  no  direct  participation  in  the  GATT 
talks. 

Mr.  Skeen.  Your  agency  is  responsible  for  maintaining  agricul- 
tural competitiveness,  how  do  you  plan  to  ensure  that? 

Mr.  Miranda.  Our  role  in  maintaining  U.S.  agricultural  competi- 
tiveness hinges  on  keeping  American  agricultural  scientists  abreast 
of  technical  progress  being  made  in  other  countries,  and  by  provid- 
ing them  access  to  germplsism. 

Mr.  DuRBiN.  We  thank  the  panel  for  patiently  waiting  and  join- 
ing us  this  morning.  We  will  be  back  in  touch  with  you  as  we  get 
closer  to  markup. 

The  committee  will  stand  in  recess  until  one  o'clock,  when  we 
will  be  visited  by  the  Secretary  of  Agriculture. 

Thank  you. 

[The  prepared  statement  follows:] 
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Statement  of 

John  A.  Miranda,  Acting  Administrator 

Office  of  International  Cooperation  and  Development 

U.S.  Department  of  Agriculture 

Before  the  House  Appropriations  Subcommittee 

on  Agriculture,  Rural  Development, 

Food  and  Drug  Administration,  and  Related  Agencies 


Mr.  Chairman,  members  of  the  Subcommittee,  thank  you  for  the  opportunity  to 
share  with  you  the  work  of  USDA's  Office  of  International  Cooperation  and 
Development.   I'll  begin  with  a  brief  overview  of  OICD's  mission,  provide  you  with 
background  on  our  budget,  and  then  tell  you  about  the  kind  of  work  we  do. 

OICD's  programs  are  aimed  at  strengthening  U.S.  agriculture's  global 
competitiveness  and  leadership  while,  at  the  same  time,  supporting  economic  growth 
in  the  developing  countries  of  Asia,  Africa,  and  Latin  America,  and  in  the  emerging 
democracies  of  Eastern  Europe  and  the  former  Soviet  Union. 

These  International  efforts  lead  to  medium  and  long-term  trade  benefits  for  the 
United  States  as  we  help  these  countries  stabilize,  reform,  and  strengthen  their 
agricultural  sectors.  As  we  know  from  historical  perspective,  growing  incomes  in 
developing  countries  permit  people  to  increase  their  imports  to  help  meet  expanding 
demands  for  a  larger  and  more  diverse  market  basket  of  goods,  including  food,  fiber, 
and  other  products.    Again,  past  experience  demonstrates  this  can  lead  to  a  stronger 
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U.S.  agricultural  community  through  increased  exports  of  U.S.  agricultural  and  other 
goods  and  services  to  fill  the  needs  of  our  neighbors  around  the  world. 

OICD  was  established  in  1978,  and  was  given  responsibility  for  the 
Department's  programs  related  to  international  scientific  and  technical  exchanges, 
liaison  with  international  organizations,  international  technical  assistance  arxJ  trainir>g, 
and  international  collaborative  research.  OICD's  establishment  was  desigr^ed  to 
increase  efficiency  and  improve  communication  within  the  Department  regarding 
international  development  activities.   It  also  provided  a  much  needed  central  point  of 
contact  for  people  in  USDA,  other  federal  agencies,  the  university  community,  and  the 
private  sector  who  needed  information  or  assistance  related  to  the  international 
development  activities  of  the  Department. 

In  fiscal  year  1992,  OICD  carried  out  its  work  witii  a  budget  of  $38.8  million. 
Less  than  20  percent  of  this,  only  $7.2  million,  came  from  direct  appropriations.  The 
appropriated  funds  serve  primarily  to  operate  the  agency's  research  arKJ  scientific 
exchange  programs,  liaison  with  international  organizations,  the  Cochran  Fellowship 
Program,  and  the  Agribusiness  Promotion  Program. 

The  largest  part  of  the  agency's  budget  ~  $28.4  million  ~  came  from  the 
reimbursable  technical  assistance,  research,  and  training  programs  which  OICD 
manages. 
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Of  the  reimbursable  program  funds,  60  percent  came  from  our  work  with  the  Agency 
for  International  Development  on  more  than  80  project  agreements.  The  balance 
comes  from  the  Support  for  East  European  Democracy,  or  SEED  Act,  and  non-AID 
sources,  including  other  USDA  agencies,  international  organizations,  and  universities. 
An  additional  $3.2  million  was  expended  in  1992  for  technical  assistance  activities 
managed  by  OICD  on  behalf  of  the  World  Bank  and  countries  such  as  Spain  and 
Saudi  Arabia. 

OICD  has  approximately  200  employees,  about  135  of  whom  are  permanent 
staff.  The  remainder  hold  various  kinds  of  non-permanent  positions  related  to  specific 
fixed-term  contracts  which  the  agency  manages.  Roughly  190  OICD  employees  are 
located  in  the  Washington  metropolitan  area;  the  rest  are  stationed  overseas  on  long- 
term  assignments. 

Throughout  the  year,  in  addition  to  our  regular  staff  of  about  200,  we  usually 
have  as  many  as  400  to  500  additional  individuals  working  on  projects  involving  more 
than  70  countries.  To  fill  these  jobs,  we  tap  the  resources  of  the  many  USDA 
agencies,  other  federal  government  agencies,  the  U.S.  university  system,  and  the 
private  sector  for  the  particular  expertise  required  for  a  project  -  anything  from 
biotechnology  to  nutrition  to  the  environment.  Our  job  is  to  manage  USDA's 
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international  programs,  maximizing  the  benefits  to  both  the  United  States  and  other 
countries.  We  do  this  by  reaching  out,  identifying,  and  using  the  vast  resources 
available  in  the  U.S.  agricultural  and  sdentific  communities  to  meet  needs  identified  by 
the  various  organizations  who  call  on  us. 

Now  I'd  like  to  tell  you  a  little  about  each  of  our  four  program  divisions,  and 
give  you  a  very  brief  overview  of  the  work  they  do. 

Activities  in  our  Research  and  Scientific  Exchange  Division  are  funded  through  a 
combination  of  all  three  sources  of  our  funding  -  appropriated,  reimt>ursable,  and  trust 
funds.  There  are  three  major  components  of  the  division's  work.  The  first  is  the 
administration  of  collaborative  research.  Through  long-term  research  projects,  U.S. 
researchers  collaborate  with  their  international  counterparts  on  high  priority  problems 
for  the  U.S.  agricultural  community,  such  as  citrus  canker  or  the  Africanized  honeyt^ee. 
Research  is  carried  out  both  here  and  overseas  and  is  funded  either  by  U.S.  dollars  or 
by  foreign  currencies  made  available  from  expired  Public  Law  480  agreements  or  ottier 
sources.  The  research  conducted  overseas  often  cannot  be  conducted  in  the  United 
States  due  to  quarantine  considerations  or  the  need  to  study  a  particular  organism  or 
disease  in  its  natural  habitat. 
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There  is  also  the  added  benefit  that  such  research  is  usually  done  at 
significantly  lower  cost  than  is  possible  in  the  United  States.  In  fiscal  year  1992,  this 
division  managed  53  collaborative  research  projects  in  15  different  countries,  and  an 
additional  164  projects  were  ongoing  in  six  countries  using  foreign  currencies. 

The  second  component  is  our  scientific  exchange  program,  where  U.S.  and 
foreign  scientists  make  short-temi  visits  to  each  other's  country  to  exchange 
information  of  mutual  benefit  as  well  as  technology,  germplasm,  and  biological 
materials.  In  fiscal  year  1992,  we  managed  111  exchanges  involving  25  countries  and 
216  participants.  These  exchanges  have  proved  invaluable  over  the  years  in 
improving  U.S.  crops,  forestry,  and  livestock. 

Under  the  auspices  of  this  program,  OICD  manages  a  major  long-term  scientific 
exchange  program  with  China,  a  country  with  a  vast  reservoir  of  germplasm  resources 
important  for  the  improvement,  protection,  and  continued  diversity  of  U.S.  crops.  This 
past  year  21  teams  of  U.S.  and  Chinese  scientists  visited  each  other's  countries  to 
exchange  information  on  topics  of  importance  to  agriculture.  Just  to  mention  a  few, 
scientists  exchanged  plant  germplasm  resources  and  biological  control  agents  to 
protect  citrus  ftuits  and  stored  grains,  and  a  team  of  U.S.  plant  quarantine  officials 
visited  China  to  discuss  U.S.  medfly  quarantine  practices  -  an  obstacle  to  U.S.  fruit 
exports  to  China. 
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Our  reimbursable  research  programs,  the  third  component,  operate  mainly  in 
Egypt,  India,  Thailand,  Eastern  Europe,  and  the  newly  independent  states  of  the 
former  Soviet  Union. 

For  example,  the  National  Agricultural  Research  Project  in  Egypt,  a  far-reaching 
AID-funded  project  involving  the  cooperation  of  OICD  and  USDA's  Agricultural 
Research  Service,  is  supporting  28  collaborative  research  projects.  These  projects  will 
improve  the  agricultural  research  system  in  Egypt,  providing  Egyptian  farmers  with 
appropriate  technology  and  a  supportive  policy  environment  in  which  to  apply  that 
technology. 

Our  Food  Industries  Division's  emphasis  is  on  agribusiness  and  is  also  funded 
from  all  three  sources  -  appropriated,  reimbursable,  and  trust  funds.  This  division's 
Trade  and  Investment  Program  helps  promote  U.S.  exports  while  supporting  the 
development  of  a  healthy,  vital,  private  sector  in  other  countries  through  marketing 
workshops,  in-country  technical  team  visits,  and  trade  missions.  They  are  involved 
with  the  Caribbean  Basin  Initiative  and  run  an  Agribusiness  Information  Center  that 
provides  information  regarding  export/import  regulations  and  other  information  needed 
by  U.S.  investors  and  exporters. 

The  program's  scope  of  work  has  grown  and  diversified  recently,  in  both 
content  and  geographical  breadth.  We  are  now  working  in  the  Caribbean,  Central 
American  and  Andean  courrtries.  Central  Europe,  Sub-Saharan  Africa,  and  the  Near 
East. 
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In  1992,  we  sponsored  agribusiness  opportunity  missions  for  U.S.  business 
men  and  women  to  Guatemala,  the  Dominican  Republic,  and  Jamaica,  and  advance 
missions  to  Belize,  Honduras,  Hungary,  and  Nicaragua.  Through  these  missions,  U.S. 
entrepreneurs  gain  the  opportunity  to  meet  and  develop  joint  partnerships  with  their 
counterparts  in  countries  to  which  they  may  not  otherwise  be  exposed.   Developing 
joint  ventures  and  other  business  linkages  puts  American  companies  in  a  stronger 
position  to  gain  access  to  markets  for  U.S.  agricultural  and  other  products. 

The  division's  Professional  Development  Program  provides  career-related 
training  for  foreign  agriculturalists.  This  training  takes  place  in  U.S.  universities  and 
institutions  and  is  funded  by  an  international  organization  or  a  foreign  government.  In 
fiscal  year  1992,  over  200  participants  from  56  countries  were  placed  with  U.S. 
institutions,  fostering  long-term  relationships  and  future  collaboration  when  the 
participants  return  home. 

The  Cochran  Fellowship  Program  trains  young  professionals  from  middle- 
income  countries  and  emerging  democracies  and  exposes  them  to  U.S.  systems, 
goods,  and  services  to  foster  mutual  trade  and  promote  development. 
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In  FY  1992,  472  Cochran  Fellows  from  the  public  and  private  sectors  of  21  countries 
received  training  in  the  United  States,  and  the  program  has  been  a  resounding 
success  according  to  resident  USDA  agricultural  counselors.  The  Cochran  Program 
has  played  an  especially  important  role  in  USDA's  efforts  to  assist  Russia  and  other 
new  republics  in  the  former  Soviet  Union. 

The  Development  Resources  Division,  our  largest,  is  funded  completely  through 
reimbursable  projects  and  trust  funds.  This  unit  coordinates  and  provides  technical 
assistance  to  developing  countries,  using  the  expertise  of  its  own  personnel,  other 
agencies  of  the  Department,  and  the  university  community.   Its  management  and 
training  unit  conducts  short-term  technical  training  in  the  United  States  for  foreign 
agriculturalists.   More  recently,  the  unit  is  also  conducting  specially  designed 
in-country  training  overseas.  We  anticipate  the  demand  for  this  training  will  grow. 

The  division's  major  areas  of  focus  are  forestry  and  natural  resources,  soil  and 
water  management,  plant  protection  and  animal  health,  information  management,  and 
business  management  and  administration. 

In  a  major  undertaking,  we  are  working  closely  with  other  USDA  agencies  to 
provide  technical  assistance  to  the  Agency  for  International  Development's  natural 
resource  projects  worldwide,  and  policy  development  and  implementation  regarding 
environment  and  energy  concerns  here  in  Washington.  Growing  pressure  on  the 


777 


world's  natural  resources  has  heightened  the  importance  of  efforts  such  as  these. 

While  the  goal  of  this  division  is  to  build  sound  institutions  and  to  develop 
indigenous  technical  expertise  in  developing  countries  over  the  medium-to-long-term, 
our  famine  mitigation  unit  is  presently  involved  in  the  U.S.  response  to  the  emergency 
situation  in  Somalia.  Currently,  we  have  a  famine  mitigation  specialist  on  a  3-month 
detail  to  the  Horn  of  Africa  assisting  AID'S  Office  of  Foreign  Disaster  Assistance 
Somalia  Response  Team.  This  specialist  reviews  and  selects  AID-funded  agricultural 
projects  that  will  be  implemented  to  help  alleviate  the  suffering  in  Somalia  and 
throughout  the  region. 

Our  fourth  division  is  the  International  Organizations  Division,  which  has  a  small 
staff,  funded  entirely  through  appropriations.  This  division  acts  as  USDA's  liaison  with 
international  organizations  concerned  with  agriculture.  These  organizations  include  the 
Organization  for  Economic  Cooperation  and  Development,  the  Food  and  Agriculture 
Organization  of  the  UN,  the  World  Food  Program,  and  the  Inter-American  Institute  for 
Cooperation  in  Agriculture.  All  told,  we  are  actively  involved  with  about  30  different 
international  organizations  whose  agendas  can  have  an  impact  on  U.S.  agriculture. 
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Last  year's  United  Nations  Conference  on  the  Environment  and  Development 
highlighted  the  increasing  interrelationships  between  agricultural,  environmental,  and 
trade  issues.   Decisions  in  any  one  of  these  areas  affect  all  of  them.  The  Organization 
for  Economic  Cooperation  and  Development  has  become  one  of  the  significant  fora 
for  reviewing  the  impact  of  policies  in  these  areas.  As  the  work  of  OECD  is 
expanding,  it  is  affecting  more  USDA  agencies  and  OICD  is  expanding  its  coordinating 
role  vis  a  vis  OECD.  At  the  same  time,  we  are  also  designating  staff  to  be  responsible 
for  follow  up  to  UNCED  in  the  U.S.  government  as  well  as  in  international 
organizations. 

While  USDA  has  a  long  history  of  active  interaction  with  the  Food  and 
Agriculture  Organization  of  the  United  Nations,  this  working  relationship  will  also  grow 
as  FAO  responds  to  the  agenda  set  by  UNCED.   Many  USDA  agencies,  such  as  the 
Forest  Service,  the  Animal  and  Plant  Health  Inspection  Service,  and  the  Agricultural 
Research  Service,  work  very  closely  with  FAO  on  matters  of  concern  to  U.S. 
agriculture.   OICD  places  high  priority  on  maintaining  this  productive  relationship, 
especially  in  such  programs  as  the  Tropical  Forestry  Action  Program,  in  the  Working 
Group  on  Plant  Genetic  Resources,  and  in  the  activities  of  Codex  Alimentarius. 
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OICD  also  helps  promote  U.S.  candidates  for  posts  in  international 
organizations  through  the  Associate  Professional  Officers  Program,  which  provides 
international  work  experience  for  junior  professionals  from  the  United  States.  The  first 
seven  Associate  Professional  Officers  who  had  been  placed  with  the  Food  and 
Agriculture  Organization  and  the  International  Fund  for  Agricultural  Development  had 
all  completed  their  tours  of  duty  by  the  summer  of  1991.  Two  new  APOs  were 
appointed  and  left  for  their  assignments  during  1992.   Both  will  be  working  with  FAO, 
one  in  Quito,  Ecuador,  and  the  second  in  Jakarta,  Indonesia.   In  fiscal  year  1993, 
APOs  will  work  in  the  areas  of  agricultural  marketing,  natural  resources,  forestry, 
nutrition,  and  pest  management. 

In  addition  to  our  ongoing  activity  with  the  international  organizations,  this  year 
the  international  community  must  elect  new  leadership  for  the  Food  and  Agriculture 
Organization  and  the  Inter-American  Institute  for  Cooperation  in  Agriculture.  OICD 
works  with  the  Department  of  State  to  establish  criteria  used  to  identify  the  best 
candidates  for  the  U.S.  Government  to  support  in  the  elections. 

I  would  now  like  to  briefly  turn  again  to  the  budget  situation  for  OICD.   For  fiscal 
year  1993  OICD's  appropriated  budget  is  again  $7.2  million.  This  is  a  small  but  very 
important  component  to  our  total  budget,  which  is  projected  for  this  year  at  $45.7 
million.  This  represents  a  22  percent  increase  in  the 


67-445    0—93 26 
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reimbursable  and  trust  fund  portion  of  our  budget  over  fiscal  year  1992. 

As  I  mentioned  earlier,  in  ail  of  its  activities,  OICD  draws  upon  the  resources  of 
other  USDA  agencies,  the  U.S.  land-grant  university  system,  other  federal  agencies, 
the  private  sector,  and  in-house  expertise.  We  are  actually,  in  many  cases, 
an  agency  that  showcases  and  provides  to  governments  and  institutions  abroad  the 
significant  talent  and  expertise  encompassed  in  these  institutions.  In  fact,  we  operate 
much  like  a  private  sector  entity  within  government  rules  and  regulations.  We  do  not 
have  time  to  "rest  on  our  laurels"  because  such  a  large  part  of  our  budget  comes 
from  reimbursable  and  trust  funds  -  funds  we  must  obtain  and  maintain  through 
proven  successes. 

Mr.  Chairman,  in  closing,  I  would  like  to  highlight  the  fact  that  a  major 
proportion  of  the  world's  population  ~  four  billion  people  ~  live  in  developing  countries. 
The  majority  earn  their  living  through  agriculture,  the  number  one  occupation  in  most 
of  these  countries.  Of  those  4  billion  people,  2.5  billion  live  in  rural  areas,  and  half  of 
those  live  below  the  poverty  line.  A  recently  released  study  by  the  International  Fund 
for  Agricultural  Development  on  results  of  foreign  aid  programs  in 
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developing  countries  says  that  well  intentioned  donors  have  missed  the  point  of 
development  assistance.  That  is,  the  rural  poor  are  not  an  obstacle  to  economic 
recovery  but  the  very  key  to  producing  it.  To  quote  from  the  report,  "Poverty  is  less  of 
a  failure  of  the  poor,  than  a  failure  of  policymakers  to  grasp  their  potential." 

We  at  OICD  do  understand  that  potential.  We  well  recognize  that  the  world  is  a 
"global  village"  whether  viewed  from  the  perspective  of  trade,  nutrition  and  health,  or 
the  environment.   OICD  is  proud  of  the  role  it  plays  in  helping  both  U.S.  agriculture 
and  the  global  village  preserve  and  strengthen  a  vital  agricultural  sector.  We  continue 
to  be  USDA's  window  to  the  world  and  provide  a  unique  service  in  the  Department  for 
U.S.  farmers  and  their  neighbors  worldwide. 
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OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT 

Purpose  Statement 

The  Office  Of  International  Cooperation  and  Development  (OICD)  was  established  by 
Secretary's  Memorandum  No.  1947  of  May  I,  1978.  OICD  was  given  responsibility  for 
technical  assistance,  international  training  and  development  programs,  management  of 
international  organizational  affairs,  and  scientific  exchanges.  OICO's  functions  were 
expanded  by  Secretary's  Memorandum  No.  1988,  of  October  26,  1979,  which  delegated  to 
the  Agency  authority  for  international  cooperative  research.  In  August  1986,  OICD 
was  provided  authority  to  disseminate  information  to  the  U.S.  private  sector  on 
foreign  market  and  investment  opportunities. 

OICD's  mission  is  to  help  the  total  U.S.  Department  of  Agriculture,  other  Federal 
agencies,  and  associated  institutions,  industries,  and  organizations  with  global 
responsibilities  to. serve  worldwide  hufflanj)eedsJ)y  strengthening  food  and  agricultural 
systems  in  developing  countries  and,  at  the  same  time,  strengthen  U.S.  agriculture's 
international  competitiveness  and  leadership  through  collaborative  programs. 

OICD's  program  objectives  are: 

1)  To  establish  systems  that  allow  U.S.  agriculture's  continuing  access  to 
technology  and  genetic  material  worldwide; 

2)  To  establish  systems  that  encourage  U.S.  agriculture  scientists  and 
institutions  to  be  Involved  in  global  programs  that  are  on  the  cutting 
edge  of  technology  and  of  economic  and  policy  debate; 

3)  To  mobilize  expertise  to  help  other  countries  move  toward  strong  market 
and  trade-oriented  economies,  via  development  efforts  In  food  and 
agricultural  systems  that  Increase  Incomes  among  the  poor  majority, 
expand  the  availability  and  consumption  of  food,  and  maintain  or  enhance 
the  natural  resource  base; 

4)  To  serve  the  Interests  of  U.S.  agriculture  and  citizenry  through 
International  organizations  related  to  food  and  agriculture; 

5)  To  link  with  and  support  the  private  sector  and  other  public  and  private 
Institutions  In  those  responsibilities  where  they  can  best  play  the  major 
role;  and 

6)  To  help  other  Federal  agencies  carry  out  their  global  missions  by  tapping  USDA 
and  other  institutional  expertise  and  resources. 

As  of  September  30,  1992,  there  were  128  permanent  full-time  employees  (126  in 
headquarters  and  2  on  resident  assignments  overseas)  and  73  other  employees  (69  in 
headquarters  and  4  on  resident  assignments  overseas.) 
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OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT 

Available  Funds  and  Staff -Years 

1992  Actual  and  Estimated,  1993  and  1994 


1992 
Actual 


1993 
Estimated 


Amount 


:Staff: 

: Years:  Amount 


1994 
Estimated 


:Staff:  :Staff: 

: Years:  Amount   : Years: 


Salaries  and  Expenses. 


Obligations  under  other 
USDA  appropriations: 
FAS,  ERS,  ES,  and  AMS 
for  technical  assistance 
and  training  in  Eastern 
Europe  and  the  former 

Soviet  Union 

SCS  for  Scientific  & 

Technical  Exchanges 

ARS  for  Admin,  of 
Internat'l  Research 


Total,  Agriculture 
Appropriations. . 


Other  Federal  Funds: 

U.S.A.I.D.  and  others  for 
development  assistance... 

Non- Federal  Funds: 

Contributions  for  USDA 
development  assistance, 
from  Spain,  Saudi  Arabia, 
international  organiza- 
tions, and  universities.. 

Total,  Office  of 

International  Cooperation 
and  Devel opment 


$7,247,000 


806,942 

96,067 

862,482 


5,275.666 


38,800,788 


67 


$7,247,000  :  67 


2,000,000  :   4 
100,000  :  -- 
900,000  :  -- 


$7,343,000 


2,000,000 
100,000 
900,000 


24,512,631  :  116  :29,500,000  :  127  :29,500,000  :  127 


10  :  6,000,000 


196 


45,747,000 


67 


9,012,491  :  70  :10,247,000  :  71  :10,343,000  :  71 


10  :  5,946,000  :  10 


208  : 45, 789, 000  :  208 
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OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT 
Permanent  Positions  by  Grade  and  Staff-Year  Summary 
1992  and  Estimated  1993  and  1994 


1992 


1993 


1994 


Grade 


:  Head-   :     :     ::  Head-  :     :      ::  Head-   : 
:quarters:Field:Total : :quarters:Fie1d:Total  : :quarters:Field:Total 


ES-6 

1 

1 

2  : 

1 

1  : 

:             1 

1  :: 

ES-5 

ES-3 

ES-2 

ES-1 

1 

1  : 

:     1 

1  ': 

':             1 

1  ':': 

GS/GM-15 

12 

12  : 

:     12 

12  : 

12 

12  :: 

GS/GM-14 

20 

20  : 

:     20 

20  : 

20 

20  :: 

GS/GM-13 

27 

27  : 

:    27 

27  : 

:     27 

27  :: 

GS-12 

13 

13  : 

:    13 

13  : 

:     13 

13  :: 

GS-11 

11 

11  : 

:     11 

11  : 

11 

11  :: 

GS-10 

0 

0  : 

0 

0  : 

0 

0  :: 

GS-9 

15 

15  : 

:     15 

15  : 

:     15 

15  :: 

GS-8 

3 

3  : 

3 

3  : 

3 

3  :: 

GS-7 

19 

19  : 

19 

19  : 

19 

19  :: 

GS-6 

4 

4  : 

4 

4  : 

4 

4  :: 

GS-5 

4 

4  : 

4 

4  : 

4 

4  :: 

Other  Graded 

Positions 

0 

1 

1  : 

:     0 

2 

2  i 

:     0 

2 

2  ■.': 

Total  Permanent 

. 

. 

Positions 

130 

2 

132  : 

:    130 

2 

132  : 

:    130 

2 

132  :: 

Unfilled  Posi- 

; 

; 

; 

■              : : 

tions,  EOY 

-2 

-- 

-2  : 

: 

:  -- 

: 

: 

:  -- 

:  --  : : 

Total  Permanent 

Employment, 

end-of-year 

128 

2 

:  130  : 

130 

2 

:  132  : 

130 

!   2 

:  132  :: 

Staff  Years.... 

188 

8 

:  196  : 

:    198 

:  10 

:  208  ': 

198 

:  10 

':     208  ii 
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OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT 

SALARIES  AND  EXPENSES 

CLASSIFICATION  BY  OBJECTS 

1992  and  Estimated  1993  and  1994 


1992             1993  1994 

Personnel  Compensation:         

Headquarters $  2,920,761  $  2,878,058  $  2,965,432 

Field 47,278            7,151  0 


Position  Data: 

Average  Salary,  ES 

positions $112,100 

Average  Salary,  GM/GS 

positions $32,423 

Average  Grade,  GM/GS 

positions 11.1 


11  Total  personnel 

compensation 2,968,039         2,885,209         2,965,432 

12  Personnel  benefits....  536,384          567,420          583,196 
Total  pers.  comp.  &    -- 

benefits 3,504,423 

Other  Objects: 

21  Travel 

22  Transportation  of 

things 

23.3  Communications, 
utilities,  and 
misc.  charges 

24  Printing  and 

reproduction 

25  Other  services 2,145,652 

26  Supplies  and 

materials 

31  Equipment 

41  Grants 


504,423 

3,452,629 

3,548,628 

445,833 

463,461 

463,461 

18,220 

24,755 

24,755 

233,215 

186,180 

186,180 

56,485 
145,652 

50,551 
2,183,066 

50,551 
2,183,066 

82,284 
135,110 
625,778 

68,543 
105,316 
712,500 

68,543 
105,316 
712,500 

Total  other  objects...  3,742,577         3,794,371         3,794,372 
Total  direct  obligations 7,247,000         7,247,000         7,343,000 


$103,250 

$103,250 

$33,623 

$33,623 

11.1 

11.1 
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The  estimates  include  appropriation  language  for  this  item  as  follows  (new 
language  underscored;  deleted  language  enclosed  in  brackets). 

Salaries  and  Expenses: 

For  necessary  expenses  of  the  Office  of  International  Cooperation  and 
Development  to  coordinate,  plan,  and  direct  activities  involving 
international  development,  technical  assistance  and  training,  and 
international  scientific  and  technical  cooperation  in  the  Department  of 
Agriculture,  including  those  authorized  by  the  Food  and  Agriculture  Act  of 
1977  (7  U.S.C.  3291),  [$7,247,000]  $7.343.000:  Provided,  That  not  to 
exceed  $3,000  of  this  amount  shall  be  available  for  official  reception  and 
representation  expenses  as  authorized  by  7  U.S.C.  1766:  Provided  further. 
That  in  addition,  funds  available  to  the  Department  of  Agriculture  shall 
be  available  to  assist  an  international  organization  in  meeting  the  costs, 
including  salaries,  fringe  benefits  and  other  associated  costs,  related  to 
the  employment  by  the  organization  of  Federal  personnel  that  may  transfer 
to  the  organization  under  the  provisions  of  5  U.S.C.  3581-3584,  or  of 
other  well -qualified  United  States  citizens,  for  the  performance  of 
activities  that  contribute  to  increased  understanding  of  international 
agricultural  issues,  with  transfer  of  funds  for  this  purpose  from  one 
appropriation  to  another  or  to  a  single  account  authorized,  such  funds 
remaining  available  until  expended:  Provided  further.  That  the  Office  may 
utilize  advances  of  funds,  or  reimburse  this  appropriation  for 
expenditures  made  on  behalf  of  Federal  agencies,  public  and  private 
organizations  and  institutions  under  agreements  executed  pursuant  to  the 
agricultural  food  production  assistance  programs  (7  U.S.C.  1736)  and  the 
foreign  assistance  programs  of  the  International  Development  Cooperation 
Administration  (22  U.S.C.  2392). 
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OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT 
SALARIES  AND  EXPENSES 


Appropriations  Act,  1993 $7,247,000 

Budget  Estimate,  1994 7,343,000 

Increase  in  Appropriation 96,000 

SUMMARY  OF  INCREASES  AND  DECREASES 

(On  basis  of  appropriation) 


Item  of  Change 

Scientific  Exchanges $1,939,000 

Administration  of 
International  Research.. 

USDA  Liaison  with  Inter- 
national Organizations.. 

Targeted  Deve1 opment 

Cochran  Fellowship 
Program 1 ,824,000 

Operation  FAST 


1993 
Estimated 

Pay 
Costs 

$28,000 

Other 
Changes 

1994 
Estimated 

1,939,000 

$1,967,000 

1,545,000 

33,000 

-- 

1,578,000 

896,000 
480,000 

16,000 
3,000 

-- 

912,000 
483,000 

1,824,000 
563,000 

6,000 
10,000 

-- 

1,830,000 
573,000 

Total  Available 7,247,000  96,000  --  7,343,000 
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PROJECT  STATEMENT 
(On  basis  of  approftrUtion) 


Project 


1992  Actual   :  1993  Estlastad  : 
. Increase 

:SUff:  :Staff:   or 

Aaount   : Tears:  Aaount   : Years: Decrease 


1994  EstlMted 


:  Staff 
Aaount   : Years 


1.  Intematiofwl 
Scientific  and 
Technical  Cooperation: 

a.  Scientific 
Exchanges 

b.  Adsinistration 
of  International 
Research 

c.  Liaison  with  Interna: 
tional  Organizations: 

Total ,  International 
Scientific  and 
Technical  Cooperation... 

2.  International  Agricul- 
tural Oevelopaent: 

a.  Targeted 
Oevelopaent 

b.  Cochran  FelloMship 


Total .  International 
Agricultural  Oevelopaent. 

3.     Financial  and  Aitain- 
istratlvc  Systaas 
Tracking  (FAST) 


Total  Appropriation. 


:S1.939.000 

20 

$1,939,000 

20 

$28,000 

$1,967,000 

20 

:  1.54S.000 

23 

1.545.000 

23 

33.000 

1.578.000 

23 

S96.000 

11 

896.000 

11 

16.000 

912.000 

11 

:  4.380.000 

54 

4.380.000 

54 

77.000 
(1) 

4.457.000 

54 

480.000 

2 

480.000 

2 

3.000 

483.000 

2 

:  1.824.000 

4 

1.824.000 

4 

6.000 

1.830.000 

4 

:  2.304.000 

6 

2.304.000 

6 

9.000 

(2) 

2.313.000 

6 

S63.000 

7 

563.000 

7 

10.000 
(3) 

573.000 

7 

:  7.247.000 

67 

7.247.000 

67 

96.000 

7.343.000 

67 

789 


EXPLANATION  OF  PROGRAM 

The  appropriation  for  the  Office  of  International  Cooperation  and  Development  is 
used  to  develop,  implement,  and  evaluate  USDA's  policies  and  programs  for 
agricultural  cooperation  and  development  throughout  the  world. 

International  Scientific  and  Technical  Cooperation 

Scientific  Exchanges.  USDA  maintains  scientific  and  technical  exchange  programs 
with  foreign  governments  and  research  institutions,  as  authorized  by  Section  1436 
of  the  Agriculture  and  Food  Act  of  1981.  These  activities  include  the  exchange 
of  agricultural,  data  and  the  collection  of  exotic  germplasm  and  biological 
materials  which  have  the  potential  to  improve  U.S.  crops,  forestry,  and 
livestock.  These  exchanges  also  strengthen  the  role  of  science  and  technology 
in  the  efforts  to  stabilize  world  food  supplies  and  to  use  world  resources  more 
efficiently.  Costs  are  shared  by  OICD  and  participating  entities. 

International  Research.  OICD  manages  the  Department's  international  research 
activities  in  cooperation  with  various  USDA  agencies,  U.S.  agricultural 
institutions,  and  foreign  research  institutions.  These  collaborative  research 
efforts  yield  information  valuable  for  the  protection  of  U.S.  agriculture  from 
foreign  pests  and  diseases,  for  increasing  domestic  productivity,  and  for 
reducing  the  threat  of  hunger  and  malnutrition  overseas. 

Research  is  undertaken  through  a  variety  of  binational  agreements  and  funding 
mechanisms,  including  the  United  States'  treaty  with  Spain  and  the  U.S. -Israel 
Binational  Agriculture  Research  and  Development  Fund.  Under  Section  1436  of  the 
Agriculture  and  Food  Act  of  1981,  OICD  fosters  participation  of  U.S.  land-grant 
colleges  in  research  abroad. 

International  Organizations.  OICD  coordinates  USDA's  and  the  U.S.  Government's 
participation  in  approximately  30  international  organizations  concerned  with 
food,  agriculture,  and  rural  development.  OICD  represents  USDA  in  the 
organizations'  planning,  advances  U.S.  interests,  protects  U.S.  agriculture,  and 
organizes  U.S.  delegations  to  international  agricultural  conferences. 

International  Agricultural  Development 

Targeted  Development.  The  major  purpose  of  these  programs  is  to  help  increase 
global  consumption  of  nutritious  food,  thereby  serving  both  a  humanitarian  role 
in  target  countries  and  a  long-term  market  expansion  role.  OICD's  activities 
include  review  of  P.L.  480  food  aid  proposals,  and  technical  assistance  in 
support  of  the  development  of  private  sector  food  industries  in  developing 
countries  and  emerging  democracies.  The  agency's  Agricultural  Information  Center 
serves  as  a  central  point  of  contact  for  inquiries  from  the  private  sector  and 
developing  countries  on  trade  and  investment  opportunities  in  the  Caribbean 
reg  i  on . 

Cochran  Fellowship  Program.  OICD  manages  this  program  for  the  training  of  mid- 
and  upper- level  managers  from  emerging  democracies  and  countries  which  no  longer 
qualify  for  U.S.  foreign  economic  assistance  programs.  OICD's  program  aims  to 
establish  and  maintain  contacts  with  officials  in  these  countries  and  to  nurture 
opportunities  for  trade  with  the  United  States. 
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JUSTIFICATION  OF  INCREASES  AND  DECREASES 

(1)  A  net  increase  of  $77.000  for  International  Scientific  and  Technical 
Cooperation  ($4.380.000  available  in  FY  1993)  consisting  of: 

(a)  An  increase  of  $55.800  which  reflects  a  2.7  percent  increase  in 
non-salary  costs. 

Need  for  Change.  These  funds  are  necessary  to  offset  increased 
operating  costs.  Continued  absorption  of  these  increased  operating 
costs  will  severely  affect  the  quality  and  quantity  of  our  programs. 

Nature  of  Change.  This  increase  will  be  used  to  maintain  a  current 
level  of  services  associated  with  inflation  which  will  affect  the 
critical  parts  of  the  program. 

(b)  An  increase  of  $77.000  which  reflects  the  annual ization  of  the  fiscal 
year  1993  pay  raise. 

(c)  A  decrease  of  $55.200  which  reflects  a  3  percent  reduction  in 
administrative  expenses  from  the  amount  made  available  for  fiscal  year 
1993  adjusted  for  inflation. 

Need  for  Change.  To  promote  the  efficient  use  of  resources  for 
administrative  purposes,  total  USDA  baseline  outlays  for  these 
activities  will  be  reduced  by  3  percent  in  FY  1994,  6  percent  in  FY 
1995,  9  percent  in  FY  1996  and  14  percent  in  FY  1997. 

Nature  of  Change.  In  order  to  achieve  these  savings,  OICD  will 
carefully  monitor  travel,  training,  supply  purchases,  printing  and 
reproduction  costs  and  utility  usage. 

(d)  A  decrease  of  $600  for  FTS  funding.  This  decrease  reflects  lower  long 
distance  telecommunications  prices  due  to  price  redeterminations  in 
the  FTS  2000  contracts. 

(2)  A  net  increase  of  $9.000  for  International  Agricultural  Development 
($2.304.000  available  in  FY  1993)  consisting  of: 

(a)  An  increase  of  $27.900  which  reflects  a  2.7  percent  increase  in 
non-salary  costs. 

Need  for  Change.  These  funds  are  necessary  to  offset  increased 
operating  costs.  Continued  absorption  of  these  increased  operating 
costs  will  severely  affect  the  quality  and  quantity  of  our  programs. 

Nature  of  Change.  This  increase  will  be  used  to  maintain  a  current 
level  of  services  associated  with  inflation  which  will  affect  the 
critical  parts  of  the  program. 

(b)  An  increase  of  $9.000  which  reflects  the  annual ization  of  the  fiscal 
year  1993  pay  raise. 

(c)  A  decrease  of  $27.600  which  reflects  a  3  percent  reduction  in 
administrative  expenses  from  the  amount  made  available  for  fiscal 
year  1993  ad.iusted  for  inflation. 

Need  for  Change.  To  promote  the  efficient  use  of  resources  for 
administrative  purposes,  total  USDA  baseline  outlays  for  these 
activities  will  be  reduced  by  3  percent  in  FY  1994,  6  percent  in  FY 
1995,  9  percent  in  FY  1996  and  14  percent  in  FY  1997. 
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Nature  of  Change.  In  order  to  achieve  these  savings,  OICD  will 
carefully  monitor  travel,  training,  supply  purchases,  printing  and 
reproduction  costs  and  utility  usage. 

(d)  A  decrease  of  $300  for  FTS  2000  funding.  This  decrease  reflects  lower 
long  distance  telecommunications  prices  redetermination  in  the  FTS 
2000  contracts. 

(3)   A  net  increase  of  $10.000  for  Operation  FAST  ($563.000  available  in  FY 
1993)  consisting  of: 

(a)  An  increase  of  $9.300  which  reflects  a  2.7  percent  increase  in  non- 
salary  costs. 

Need-  for.  Change.  These  funds  are  necessary  to  offset  increased 
operating  costs.  Continued  absorption  of  these  increased  operating 
costs  will  severely  affect  the  quality  and  quantity  of  our  programs. 

Nature  of  Change.  This  increase  will  be  used  to  maintain  a  current 
level  of  services  associated  with  inflation  which  will  affect  the 
critical  parts  of  the  program. 

(b)  An  increase  of  $10.000  which  reflects  the  annual ization  of  the  fiscal 
year  1993  pay  raise. 

(c)  A  decrease  of  $9.200  which  reflects  a  3  percent  reduction  in 
administrative  expenses  from  the  amount  made  available  for  fiscal 
year  1993  ad.lusted  for  inflation. 

Need  for  Change.  To  promote  the  efficient  use  of  resources  for 
administrative  purposes,  total  USDA  baseline  outlays  for  these 
activities  will  be  reduced  by  3  percent  in  FY  1994,  6  percent  in  FY 
1995,  9  percent  in  FY  1996  and  14  percent  in  FY  1997. 

Nature  of  Change.  In  order  to  achieve  these  savings,  OICD  will 
carefully  monitor  travel,  training,  supply  purchases,  printing  and 
reproduction  costs  and  utility  usage. 

(d)  A  decrease  of  $100  for  FTS  2000  funding.  This  decrease  reflects  lower 
long  distance  telecommunications  prices  due  to  price  redeterminations 
in  the  FTS  2000  contracts. 


GEOGRAPHIC  BREAKDOWN  OF  OBLIGATIONS  AND  STAFF  YEARS 
1992  and  Estimated  1993  and  1994 

1992  1993  1994 

Estimated Estimated 


Amount 


Staff 
Years 


Amount 


Staff 
Years 


Amount 


Staff 
Years 


District  of 

Columbia....  $7,247,000   67    $7,247,000   67    $7,343,000   67 
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OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT 

STATUS  OF  PROGRAM 

OICD  manages  the  U.S.  Department  of  Agriculture's  programs  and  activities  in  overseas 
agricultural  cooperation  and  development.  These  activities  are  carried  out  in 
cooperation  with  other  Federal  agencies,  foreign  nations,  international  agencies, 
universities,  groups  from  the  agricultural  industry  and  other  elements  of  the  private 
sector.  OICD  funding  reflects  this  diversity,  with  costs  paid  through  reimbursements 
from  the  Agency  for  International  Development  (AID)  and  international  organizations, 
universities,  and  other  USDA  agencies,  as  well  as  through  appropriations  and  trust 
funds. 

INTERNATIONAL  SCIENTIFIC  AND  TECHNICAL  COOPERATION 

Current  Activities:  Agency  activities  and  objectives  include: 

1.  Seeking  new  knowledge  and  technology  to  benefit  the  United  States  and 
cooperating  countries  through  research  on  food,  agriculture,  and  forestry. 

2.  Managing  international  agricultural  research  programs  to  promote  scientific 
cooperation  among  Federal  agencies,  American  colleges  and  universities,  and 
foreign  research  agencies  and  institutions. 

3.  Serving  as  the  focal  point  for  USDA's  foreign  agricultural  research  programs, 
securing  the  most  qualified  American  scientists  available  for  project 
collaboration,  administering  bilateral  and  multilateral  research  programs,  and 
ensuring  mutual  benefit  of  research  results  to  the  United  States  and 
cooperating  countries. 

4.  Managing  USDA's  role  in: 

Scientific  and  technical  exchanges  of  scientists,  technicians,  and 
agriculturalists  on  a  bilateral  basis  with  many  countries.  Special  emphasis 
is  on  China,  the  former  Soviet  Union,  Eastern  European  countries,  Ireland, 
Venezuela  and  Mexico. 

The  Tri-national  Program,  which  promotes  agricultural  cooperation  among  Egypt, 
Israel,  and  the  United  States,  and  the  acceleration  of  agricultural  development 
in  Israel  and  Egypt. 

Binational  Collaborative  Research,  which  enables  American  researchers  to 
collaborate  with  researchers  in  developed  and  developing  countries  to 
investigate  high  priority  American  agricultural  problems  and  to  promote  U.S. 
partnerships  with  foreign  countries  on  agricultural  problems  of  mutual  concern. 

BARD,  the  United  States-Israel  Binational  Agricultural  Research  and  Development 
Fund,  supporting  research  of  mutual  benefit  to  both  countries.  Projects  are 
supported  with  the  proceeds  of  a  special  $110  million  endowment,  each  country 
having  contributed  $40  million  in  1978  and  $15  million  in  1984. 

5.  Managing  the  U.S.  Department  of  Agriculture's  role  in  international 
organizations  concerned  with  food,  agriculture,  and  rural  development,  such  as: 

••  the  Food  and  Agriculture  Organization  of  the  United  Nations, 

--  the  Organization  for  Economic  Cooperation  and  Development, 

--  the  World  Food  Council, 

--  the  Inter-American  Institute  for  Cooperation  on  Agriculture,  and 
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--  the  United  Nations  Economic  Commissions. 

Selected  Examples  of  Recent  Progress: 

1.  Ireland 

Every  year,  since  1986,  U.S.  and  Irish  scientists  and  other  agricultural  specialists 
participate  in  short-term  (1-6  week)  exchange  visits.  The  purpose  of  these  visits 
is  to  collect  and  exchange  information  or  to  conduct  short-term  experiments  with 
colleagues.  U.S.  teams  are  composed  of  USDA,  university,  and  private  researchers, 
and  the  projects  included  are  selected  competitively,  primarily  on  the  basis  of 
potential  benefits  to  U.S.  agriculture.  In  1992,  15  teams  of  U.S.  researchers 
traveled  to  Ireland  and  a  like  number  of  Irish  scientists  visited  the  United  States. 
Some  of  the  most  successful  visits  by  U.S.  researchers  have  yielded  valuable 
information  on  pasture. isaaageiDent..  and.  animaJ.  diseases  and  have  gathered  unique 
germplasm  for  U.S.  breeding  programs. 

The  graduate  agribusiness  internship  program,  begun  in  September  1991  with  the 
placement  of  three  outstanding  U.S.  interns  in  Ireland,  was  expanded  to  four  in 
September  1992.  The  program  provides  a  mechanism  for  U.S.  business  and  agricultural 
graduate  students  interested  in  a  career  in  agribusiness  to  spend  a  school  term 
gaining  first-hand  experience  in  international  business  and  knowledge  of  Ireland  as 
a  gateway  to  export  opportunities  to  the  rest  of  the  European  Community.  The  long- 
term  objectives  of  the  program  are  to  forge  people-to-people  ties  between  U.S.  and 
Irish  agribusinesses  and  to  promote  U.S.  competitiveness. 

USDA  organizes  agribusiness  opportunity  missions  to  help  U.S.  companies  form  linkages 
with  Irish  firms.  During  these  missions,  U.S.  business  leaders,  who  pay  their  own 
travel  expenses,  meet  with  prospective  partners  in  Ireland  and  learn  about  the 
business  environment.  Missions  are  organized  once  or  twice  per  year  depending  on 
interest  in  the  U.S.  business  community. 

Collaborative  research  projects,  which  often  evolve  out  of  short-term  exchange  visits, 
pair  a  U.S.  and  an  Irish  research  institution  to  work  together  on  a  highly  structured 
research  plan  over  a  1-2  year  period.  Four  projects  are  currently  funded  on  milk  bio- 
processing,  combatting  paratuberculosis,  ammonium  uptake  by  plants  and  assessing  beef 
carcass  quality. 

2.  China  and  Mongolia 

Nineteen  teams  of  scientists,  eight  from  the  U.S.  and  eleven  from  China,  took  part 
in  exchanges  under  the  scientific  and  technical  exchange  agreement  signed  between  USDA 
and  the  Chinese  Ministry  of  Agriculture.  U.S.  scientists  had  the  opportunity  during 
the  past  year  to  research  Chinese  natural  resources  management  and  agricultural 
practices  to  explore  their  possible  applications  to  American  agriculture. 

Some  U.S.  teams  evaluated  and  collected  biological  control  agents  in  China  to  combat 
the  brown  citrus  aphid  and  grain  storage  insect  infestations  in  the  U.S.,  initiated 
collaborative  research  on  sorghum,  and  exchanged  methods  of  fruit  fly  detection  and 
eradication  to  enhance  the  international  trade  of  horticultural  crops.  Others 
evaluated  forestry  genetics  and  exchanged  germplasm  for  windbreak  tree  species  used 
in  China  and  the  U.S.  There  were  also  teams  which  researched  and  developed 
agricultural  economic  models  for  China,  studied  Chinese  agricultural  utilization 
methods  of  the  flatpea,  and  investigated  soil -root  flux  to  enhance  crop  nutrient  use. 

Long-term  collaborative  research  programs  continue  in  the  areas  of  biological  control, 
plant  genetic  resources  and  grassland  plant  materials  exchange  and  development.  In 
addition,  several  previous  U.S.  teams  are  developing  collaborative  research  projects 
with  Chinese  counterparts  to  exchange  data,  expertise  and  technical  personnel. 

The  second  U.S.  scientific  and  technical  exchange  team  visited  Mongolia  under  the  U.S- 
Hongollan  scientific  exchange  protocol.  The  team  from  USDA/Soil  Conservation  Service 
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researched  plant  materials  for  grasslands  restoration  as  part  of  an  international 
collaborative  project  involving  the  U.S.,  China  and  Argentina.  Soil  surveys  to 
develop  a  database  on  soil  resource  information  were  also  conducted. 

3.  Former  Soviet  Union  (FSU) 

There  have  been  successful  information  exchanges  on  wheat  and  sorghum  germplasm.  In 
addition,  databases  have  been  developed  in  Russia  on  plant  genetic  resources  that  are 
compatible  with  the  U.S.  Germplasm  Resources  Information  Network  (GRIN).  The  1991 
agreement  between  USDA's  Agricultural  Research  Service  (ARS)  and  the  N.I.  Vavilov 
Institute  of  Plant  Industry  (VIR)  continues  joint  work  on  germplasm  exploration  and 
associated  research.  Other  exchanges  took  place  among  soil  scientists,  and  work  was 
started  on  joint  publication  of  a  book  on  soil  and  water  conservation.  A  Soil 
Conservation  Service  (SCS)  plant  materials  team  studied  grassland  plantings  in 
Kazakhstan.  Both  sides  continued  exchanges  on  economics  and  agricultural  statistics, 
and  there  were  exchanges  completed  on  the  feed  and  vegetable  oil  industries  of  the 
former  Soviet  Union.  Forestry  exchanges  included  teams  on  tree  breeding,  fire 
protection,  reforestation,  shelter-belts,  insect  control,  global  climate  change  and 
pollution  effects  in  forestry. 

While  the  breakup  of  the  former  Soviet  Union  has  created  new  opportunities  for 
scientific  cooperation,  uncertain  economic  and  political  developments  in  the  FSU 
threaten  the  existence  of  many  unique  scientific  institutions  and  their  capabilities. 
To  assist  the  U.S.  Government's  efforts  in  the  conversion  of  much  of  the  FSU's 
science  to  civilian  uses,  promote  and  develop  useful  cooperative  scientific  research 
of  mutual  benefit,  and  assist  in  the  fulfillment  of  FSU  capabilities,  USDA  plans  to 
send  evaluation  teams  to  the  FSU  in  1993.  The  teams  will  assess  program  potential 
and  evaluate  FSU  institutional  capabilities  to  sustain  long-term  cooperative  research. 
The  team  assessments  will  provide  the  basis  for  selecting  cooperative  long  term 
research  projects  to  begin  in  FY  1994. 

4.  Mexico 

USDA  and  the  Mexican  Secretariat  of  Agriculture  and  Water  Resources  are  working  to 
strengthen  scientific  and  technological  cooperation  in  agriculture  and  forestry. 
Working  groups  in  animal  and  plant  health  and  protection,  collaborative  research  and 
trade  continue  to  facilitate  cooperation.  Scientific  exchanges  planned  for  1992 
include  integrated  ecosystem  monitoring  for  global  change,  a  study  of  whitefly 
transmitted  viruses  which  affect  plant  and  vegetable  crops,  and  embryo  transfer 
techniques. 

5.  Eqypt-Israel-U.S.  (Tri-national  Program) 

Tri-national  projects  are  funded  by  USAID's  Middle  East  Regional  Cooperation  Program 
in  Support  of  the  Camp  David  Accords.  Activities  include  research  and  development 
efforts  in  the  areas  of  sheep  and  goat  embryo  transfer  techniques,  horticultural 
crops,  post  harvest  techniques,  and  diseases  of  livestock. 

Recent  accomplishments  include  the  first  workshop  of  the  animal  health  (TAHRP) 
project,  held  in  Israel  April  12-16,  1992  and  attended  by  10  Egyptian  scientists. 
Since  its  inception  in  1990,  TAHRP  has  also  provided  regular  channels  for  exchange 
of  timely  information  between  Egypt  and  Israel  on  the  region's  livestock  disease 
outbreaks  and  control  measures  being  taken. 

6.  India  Germplasm 

The  AID-funded  India  germplasm  project  benefits  India  by  providing  needed  structural 
improvement  for  the  conservation  of  germplasm  and  professional  enhancement  in  U.S. 
laboratories  for  Indian  scientists.  It  also  interests  U.S.  scientists  because  it 
provides  an  opportunity  for  U.S.  and  Indian  scientists  to  work  together  on  germplasm 
research  projects  and  field  collections  of  mutual  interest.  Joint  research  projects 
have  been  agreed  upon  in  the  areas  of  eggplant,  quarantine  of  citrus  and  prunus  and 
seed  deterioration.  In  addition,  several  field  collection  trips  are  scheduled  in 
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India  and  in  the  U.S.  to  collect  wild  species  and  those  with  specifically  desired 
characteristics,  such  as  salt-tolerance  or  drought  resistance. 

7.  Egypt  -  National  Agricultural  Research  Prelect  (NARP) 

The  Collaborative  Research  Component  of  the  National  Agricultural  Research  Project 
sponsors  agricultural  research  of  mutual  benefit  to  the  U.S.  and  Egypt.  This  is  year 
two  for  seven  multi-institutional  projects  focusing  on  integrated  pest  management  of 
different  food  and  fiber  crops.  At  the  request  of  the  NARP  Director  General,  the 
Administrator  of  USDA's  Agriculture  Research  Service  (ARS)  recently  provided 
consultant  services  to  the  NARP  project  and  the  Agriculture  Research  Center.  Key 
areas  for  technical  assistance  were  identified  and  plans  finalized  for  the  review  of 
additional  research  proposals. 

In  May  1992,  a  team  of  U.S.  scientists  traveled  to  Egypt  to  review  221  research 
proposals  for  an  eventual  funding  of  approximately  20  new  3-year  projects.  Those 
submitting  proposals  included  U.S.  universities,  the  private  sector  and  ARS.  Grants 
were  awarded  in  October,  1992. 

8.  International  Agricultural  Research  Centers  (lARCs) 

Two  ongoing  USAID-funded  activities,  the  International  Agricultural  Research  Centers 
(lARCs)  and  the  Scientific  Liaison  Officers  (SLOs)  provide  a  coordinated  approach  to 
increase  linkages  between  the  U.S.  scientific  community  and  the  lARCs.  Efforts  to 
provide  more  linkage  opportunities  for  U.S.  scientists  with  lARCs  were  initiated  over 
the  past  year.  To  this  end,  USDA's  Joint  Council  on  Food  and  Agricultural  Sciences 
is  initiating  a  pilot  program  to  increase  linkages  between  USDA  and  U.S.  university 
scientists  and  the  lARCs.  This  Pilot  Linkages  Program  (PLP)  is  an  effort  to  match 
the  needs  of  the  lARCs  for  specific  research  with  U.S.  scientists'  desires  to 
collaborate  internationally. 

9.  Support  for  Eastern  Eurooean  Democracies 

Current  activities  by  OICD  funded  under  the  Support  for  East  European  Democracies 
(SEED)  Act  focus  on  agro-environmental  programs  in  integrated  pest  management,  wind 
and  water  soil  erosion,  and  surface  and  ground  water  quality. 

In  Bulgaria,  the  Minister  of  Agriculture  requested  that  OICD  send  a  team  to  examine 
the  arsenic  contamination  of  irrigation  water  in  the  Topolnitza  Reservoir.  Experts 
from  the  USDA  Agricultural  Research  Service  and  U.S.  Environmental  Protection  Agency 
determined  that  the  primary  source  of  contamination  was  a  copper  mine  and  smelter 
operation  in  the  reservoir  watershed.  Additional  visits  and  further  study  by  U.S. 
scientists  led  to  additional  recommendations  concerning  this  and  related  environmental 
pollution  problems.  Subsequently,  experts  from  the  Soil  Conservation  Service  and  the 
Bureau  of  Mines  were  added  to  this  effort.  The  project  team  has  accomplished  or  has 
in  process  several  activities  to  remedy  the  contamination  problem  and  resolve 
secondary  problems  it  has  caused. 

At  the  Water  Quality,  Soil  Erosion,  and  Integrated  Pest  Management  workshops  held  in 
September  1991  and  April  1992,  U.S.  and  central  and  eastern  European  participants 
identified  agriculturally-related  environmental  problems,  including  legal/policy 
reform  and  enforcement  of  regulations;  point  source  and  non-point  source  water  and 
soil  contamination,  and  soil  erosion.  The  workshop  participants  developed  a  regional 
program  to  analyze  and  resolve  problems  and  issues  in  those  areas.  A  Planning  Meeting 
was  held  subsequent  to  the  Water  Quality  and  IPM  workshops  to  develop  preliminary 
workplans  for  the  program,  to  be  undertaken  with  SEED  funding.  Low-cost,  off-the- 
shelf  technologies  will  be  emphasized  in  these  programs;  they  will  be  demonstrated 
In  private  and  cooperative  farms  where  possible,  with  regional  cooperation  and 
participation.  Follow-up  regional  meetings  and  workshops  will  be  sponsored  by  this 
project. 

10.  Associate  Professional  Officers 


796 


Two  new  APOs  were  appointed  and  left  for  their  assignments  during  1992.  Both  will 
be  working  with  the  Food  and  Agriculture  Organization  (FAO),  the  first  in  Quito, 
Ecuador  working  in  the  area  of  post-harvest  processing  and  agricultural  marketing, 
the  second  in  Jakarta,  Indonesia  focusing  on  water  resource  policy. 

INTERNATIONAL  AGRICULTURAL  DEVELOPMENT 

Current  Activities:  USDA's  objective  in  this  area  is  to  contribute  to  the 
establishment  of  an  efficient  world  agricultural  system  in  which  production, 
marketing,  and  trade  occur  at  levels  sufficient  to  provide  adequate  food  and  fiber 
for  all  people. 

In  this  area,  OICD: 

1.  Participates  in  the  planning,  managing,  and  evaluating  of  USDA's  policies  and 
programs  related  to  agricultural  cooperation  and  development  throughout  the 
world; 

2.  Provides  technical  assistance  and  training; 

3.  Promotes  the  involvement  of  the  private  sector  in  agricultural  development, 
notably  in  the  Caribbean  Basin;  and 

4.  Promotes  the  development  of  countries  into  stronger  trading  partners  for 
American  goods  and  services. 

In  1992,  OICD  entered  into  188  reimbursable  agreements  with  other  USDA  agencies, 
utilizing  the  Department's  expertise  on  short  and  long-term  technical  assistance 
missions  in  1992.  The  agency  has  9  individuals  on  resident  assignments  overseas  and 
provides  administrative  support  for  numerous  other  individuals  posted  overseas  from 
other  agencies. 

Selected  Examples  of  Recent  Progress: 

1.  Reimbursable  Programs 

Indonesia  Upland  Agriculture  Conservation  Project 

This  six-year  project  is  aimed  at  improving  farming  systems  technology  and  management 
to  increase  farm  production  and  incomes  while  minimizing  soil  erosion  in  densely 
populated  areas.  The  Soil  Conservation  Service  (SCS)  of  USDA  conducted  training  and 
assisted  Indonesian  technicians  at  provincial,  district  and  farm  levels  to  experiment 
with  and  apply  alternative  approaches  to  upland  farming. 

Tunisia  Agricultural  Economics 

In  this  project  USDA  worked  closely  with  the  Tunisian  Ministry  of  Agriculture  and  the 
A.I.D.  mission  in  the  use  of  local  currencies  for  development  purposes,  such  as 
carrying  out  sector  and  policy  studies  on  the  impact  of  the  recent  drought  and  locust 
infestation,  and  in  developing  agricultural  development  programs. 

Zambia  Planning  and  Conservation  Study 

The  World  Bank  approached  OICD  to  solicit  USDA's  expertise  in  conducting  environmental 
degradation  assessments  in  Zambia.  OICD  enlisted  the  services  of  the  Economic 
Research  Service  to  conduct  these  assessments.  Follow-up  activities  with  Zambian 
staff  identified  existing  policies,  land-use  regulations,  credit  and  finance  systems, 
and  human  resources  within  Zambia  which  could  be  mobilized  to  promote  sustainable 
natural  resource  management  practices  and  programs.  A  team  from  USDA  will  work  with 
Zambia  to  prepare  a  long-term  use  and  conservation  program  for  implementation  by  a 
resident  tean. 
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Guatemala  Private  Enterprise  DeveT opment  Project 

Through  collaboration  with  U.S.  land  grant  universities,  OICD  is  assisting  this  AID- 
funded  project  by  providing  technical  advisors  to  several  thousand  small-scale 
business  owners,  expanding  the  availability  and  diffusion  of  vital  market  information 
to  buyers,  sellers,  producers,  and  manufacturers.  A  resident  technical  team  has 
worked  with  counterparts  in  private  sector  conmercial  groups  in  Guatemala,  as  well 
as  the  Ministry  of  Economics. 

South  Pacific  Commercial  Agricultural  Pro.iect 

OICD  will  coordinate  a  project  for  several  island  republics  of  the  south  Pacific 
wishing  to  develop  their  plant  quarantine  capability  for  both  import  and  export  trade. 
ARS  will  provide  scientific  advice,  technical  assistance,  training  and  construction 
guidance,  while  APHIS  will  provide  quarantine  inspection  training  and  personnel  to 
monitor  quarantine  procedures  and  facilities.. 

Phvtosanitarv  Systems  in  Ecuador 

OICD  negotiated  an  agreement  with  the  Ecuadorian  Association  of  Businessmen  and  the 
Ministry  of  Agriculture  and  Livestock  to  cooperate  in  a  plant  protection  and 
quarantine  program  designed  to  improve  the  effectiveness  of  phytosanitary  systems 
necessary  for  exporting  non-traditional  agricultural  products  from  Ecuador. 

The  Trade  and  Investment  Program  (TIPl 

OICD's  Trade  and  Investment  Program  works  to  enhance  private  sector  agricultural 
activities  between  the  U.S.  and  the  countries  of  Latin  America  and  the  Caribbean, 
Africa,  Eastern  Europe,  the  Near  East,  and  Asia. 

Under  the  Trade  Enhancement  Initiative  a  series  of  agribusiness  marketing  workshops 
have  been  approved  in  Hungary,  the  Czech  and  Slovak  Federal  Republics,  Poland,  and 
Bulgaria.  Supported  by  SEED  Act  funds,  these  workshops  share  information  on  U.S.  food 
marketing  and  importation  systems,  regulatory  agencies  and  requirements,  packaging 
materials,  product  development  and  other  relevant  marketing  issues.  The  first 
workshop  was  held  in  Hungary  in  May  1992,  Over  100  participants  attended. 

In  1992,  "Agribusiness  Opportunity  Missions'  were  conducted  in  Jamaica,  the  Dominican 
Republic,  Venezuela,  and  Guatemala.  Missions  are  currently  being  planned  for  Hungary, 
Poland,  Nicaragua,  Honduras,  Belize,  and  the  Eastern  Caribbean.  These  missions  may 
result  in  both  buying  and  selling  of  goods  and  services,  technology  transfer  and 
licensing,  investments  in  wholly  owned  enterprises,  or  a  variety  of  joint  venture 
arrangements. 

Energy  and  Environmental  Support  , 

OICD  has  entered  into  an  agreement  with  A.I.D.'s  Research  and  Development  Bureau  to 
provide  technical  specialists  in  the  areas  of  natural  resources,  energy,  and  the 
environment.  A.I.D.  has  requested  28  technical  staff  from  USDA  in  environmental 
training  and  education;  environmental  and  natural  resource  economics  and  policy; 
global  climate  change;  forestry  conservation  and  management;  energy  production  and 
conservation;  biological  diversity;  environmental  data  base  management;  and  energy 
policy  and  planning.  An  institutional  and  programmatic  relationship  between  USDA  and 
A.I.D.  in  matters  of  energy  and  environment  has  been  incorporated  into  this  agreement 
to  insure  that  USDA  agencies  have  technical  and  policy  input  in  energy  and 
environmental  activities. 

Training 

During  1992,  280  participants  from  30  countries  were  trained  in  21  technical  courses. 
Overseas,  a  regional  training  course  was  organized  and  implemented  in  Uganda  for  29 
participants  from  three  countries.  In-country  courses  were  conducted  in  Morocco  in 
agricultural  management  skills  and  in  Uganda  for  a  total  of  75  participants. 
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2.    Cochran  Fellowship  Program  (CFP) 

The  objective  of  the  Cochran  Fellowship  Program  Is  to  provide  high  quality  training 
for  senior  and  mid-1eve1  specialists,  managers,  technicians,  agribusiness  staff,  and 
policy  officials  from  middle-income  countries  and  emerging  democracies. 

In  1992,  about  350  Cochran  Program  Fellows  from  20  countries  received  agricultural 
and  agribusiness  training  in  the  U.S.  The  participants  were  identified  in  their 
respective  countries  with  the  cooperation  of  FAS  Agricultural  Attaches  and  Trade 
Officers  and  U.S.  agricultural  commodity  trade  promotion  groups.  Participants  are 
selected  from  the  private  sector,  as  well  as  from  the  public  sector  and  universities. 
Since  it  began  in  1984,  the  program  has  trained  over  2,100  participants  from  22 
countries. 

Some  of  the  results  of  the  program  include: 

Expanded  lines  of  U.S.  high  value  products  being  carried  by  supermarket  chains 
in  Hong  Kong  and  Singapore  resulting  from  the  1992  Supermarket  Management 
Training  Program; 

New  regulations  allowing  the  import  of  U.S.  pine  into  Korea  which  may  result 
from  the  study  by  Korean  researchers  of  kiln  drying  resulting  in  the 
elimination  of  pine  wood  nematode  infestation; 

The  purchase  of  1,000  Holstein  breed  stock,  as  well  as  semen  and  embryos,  by 
a  Venezuelan  participant  after  he  trained  with  U.S.  dairy  suppliers. 
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OFFICE  OF  INTERNATIONAL  COOPERATION  AND  DEVELOPMENT 

The  estimates  include  appropriation  language  for  this  item  as  follows  (deleted 
language  enclosed  in  brackets). 

[Scientific  Activities  Overseas  (Foreign  Currency  Proqramll 

[For  payments  in  foreign  currencies  owed  to  or  owned  by  the  United  States  for 
research  activities  authorized  by  section  104(c)(7)  of  the  Agricultural  Trade 
Development  and  Assistance  Act  of  1954,  as  amended  (7  U.S.C.  1704(c)(7)),  not  to 
exceed  $1,062,000:  Provided,  That  not  to  exceed  $25,000  of  these  funds  shall  be 
available  for  payments  in  foreign  currencies  for  expenses  of  employment  pursuant 
to  the  second  sentence  of  section  706(a)  of  the  Organic  Act  of  1944  (7  U.S.C. 
2225),  as  amended  by  5  U.S.C.  3109.] 

This  change  deletes  the  language  providing  for  the  continuation  of  this  program, 
with  an  obligation  limitation,  since  the  1994  budget  proposes  no  new  funding  for 
the  program.  Research  projects  already  underway  will  continue  until  completed. 
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EXPLANATION  OF  PROGRAM 


Authorized  by  P.L.  480  as  amended,  USDA  uses  foreign  currencies  to  support 
research  on  problems  of  mutual  interest  to  the  United  States  and  participating 
foreign  countries. 

Research  is  conducted  abroad  through  grants  negotiated  with  foreign  institutions. 
Project  selection  is  based  on  relevance  to  U.S.  agricultural  concerns:  for 
example,  preventing  the  incursion  of  animal  diseases  or  insect  pests  into 
American  agriculture;  or  developing  plants  that  are  more  productive,  drought 
tolerant,  or  disease  resistant.  The  research  also  develops  markets  for  American 
agricultural  products  and  equipment,  adds  to  our  knowledge  of  the  environment  and 
cuts  the  costs  of  valuable  research. 

OICD  represents  USDA  in  this  activity,  with  funds  allotted  as  intergovernmental 
fund  transfers  when  grant  awards  are  obligated  for  research  in  foreign  countries. 

No  foreign  currencies  were  made  available  under  the  provisions  of  7  U.S.C. 
17D4(c)(7),  as  amended,  in  1993,  and  none  are  to  be  made  available  in  1994. 
Projects  which  began  in  1991  and  earlier  will  continue  until  completed. 
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